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inancial highlights 3 


itel Corporation is a designer, manufacturer and marketer of semiconductors, sub-system 
nd systems for the communications industries. The Company's products include integrated 
ircuits for wired and wireless applications, applications-specific integrated circuits (ASICs), 
ptoelectronic devices and custom silicon wafers; voice communications systems, networke 
oice and data systems, Computer Telephony Integration (CTI) systems and applications; 
elephony-enabled servers, public switching systems, and alternate network and remot 
ccess products. Mitel’s leadership 
strong microelectronics technology 
unications in an open, distributed 
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($ millions Cdn, except earnings per share amounts) 


EARNINGS 

Revenue 

Net income 

Earnings per share 

Research & development expenses 


CASH FLOW 
Cash flow from operations 

before working capital changes 
Capital expenditures 


BALANCE SHEET 

Cash & short-term investments 
Working capital 

Total assets 

Total long-term debt 

Shareholders’ equity 

Number of shares outstanding (millions) 


Listings 


Toronto Stock Exchange Montreal Exchange 


ee REVENUE ($ millions Cdn) 
900 


Fy 1994 1995 1996 1997 


36% Semiconductors 


64% Business 
Communications 
Systems 


15% Other 


33% Europe 


financial | | 
1998 1997 | 1996 1995 1994 
$ 889 $ 696 | $ 576 | $ 589 $ 496 
92 38 5I | 32 ot 
82 32 “45 | 27 16 
85 7 43 | 42 34 
| 
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$ 126 $ 73 $ 71 | $ 47 $ 41 
59 74 | Osh | ee TG 16 
| 
$ 152 $ 143 $ 137 | $ 142 $ 101 
246 206 210 | 208 174 
1,238 585 517 | 441 367 
420 58 Sh 44 | 32 
436 340 303. | 263 232 
108.4 107.4 106.1 | 105.8 | 105.5 
New York Stock Exchange The Stock Exchange, London 


6% Canada 
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GEOGRAPHICAL LOCATION 
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46% United States 
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47% Common 
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4% Preferred Equity 


CAPITALIZATION 


98 Annual Report 


Pg. 04 


positioned for growth 


To our Shareholders — 


This as been an excellent year for Mitel; substantial growth internally and through acquisi- 
tions. I am pleased to report a record year in Fiscal 1998, Mitel’s 25th Anniversary. Sales have 
increased by 28 percent to $888.5 million and earnings per share from $0.32 last year to $0.82 


this year. 


As this Annual Report reveals, Mitel’s product portfolio encompasses all points along the 
communications value chain — from the semiconductors and components which lend special 
intelligence to the offerings of original equipment manufacturers, through the business sub- 
systems and systems sold by value-added resellers, to full systems integration and service deliv- 


ered to end users. 


Mitel’s growth along the value chain is driven by a strategy based on a healthy balance between 
internal organic development and the aggressive acquisition of key technologies that round out 
our capacity to serve the growing demands of our customer base. The acquisitions we have made in the last fifteen months 


supplement Mitel’s technologies and product portfolio in important ways while utilizing Mitel’s traditional sales channels. 


The newly acquired semiconductor activities in Great Britain have more than doubled the size of the Semiconductor busi- 
ness which is expected to continue its growth at an accelerated pace. The acquisitions in Mitel’s Business Communications 
Systems operating unit provide important product additions to the traditional business telephone activities and will ensure 
above market growth. Mitel concluded Fiscal 1998 at an annual run rate well in excess of a billion dollars in sales. We will 
continue our strategy of balanced growth: acquisitions and internal growth through increased investments in product devel- 
opment, with particular emphasis on the high growth areas of Mitel’s activities. This strategy will capitalize on the larger 
platforms we have been able to build in both the Semiconductor and Business Communications Systems business units. 
Looking to the future, Mitel is well positioned for profitable growth in the ever-changing world of communications and 


semiconductor applications. 


In closing, I would like to thank the board members for their strategic counsel. I am also grateful to our customers, suppliers, 
business associates and shareholders for their continued support. Finally, my appreciation goes to our employees for their 


unfailing dedication and spirit which are so critical to the continued strength of Mitel. 


Weel 


Dr. Henry Simon, cuarrMan oF THE BOARD 
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From the President’s Perspective — 


It was a sterling year. Revenue and earnings at Mitel reached record highs in Fiscal 1998 with 
strong performance in each of our core businesses and the benefit of key acquisitions that posi- 
tions us well for the future. Total company revenue grew by 28 percent to $888.5 million com- 
pared to $695.5 million in Fiscal 1997. Considering revenue by business group, the increase 
in Business Communications Systems (BCS) revenue was 20 percent, while Semiconductor 


achieved an increase in revenue of 46 percent. 


For shareholders, welcome news is that the Company reported net income of $91.9 million or 
$0.82 per share this year, up $0.50 per share from the Fiscal 1997 performance. The reasons 
for the improvement were primarily twofold — higher sales volumes and good control over 


expenses as a result of increased efficiencies both in internal operations and the sales channels. 


BUILDING OPPORTUNITY THROUGH ACQUISITIONS Some of the most notable news at Mitel 
this year related to the increased operational capacity and earnings potential made possible by key acquisitions. In August 
of 1997, our product portfolio was broadened with the addition of the assets and remote-access business of Gandalf 
Technologies Inc., which we acquired for $21.6 million. The Gandalf business will help us take advantage of the explosive 
remote-access market as increasing numbers of corporate teleworkers turn to remote systems which offer seamless voice-and- 


data connectivity with their respective corporations. 


Major industry interest followed our acquisition of the shares of four affiliated enterprises grouped under the collective name 
GEC-Plessey Semiconductors (“GPS”) from The General Electric Company plc. Headquartered in the United Kingdom, 
GPS is an international semiconductor company focused on the communications industry. With GPS staff, facilities and 
legacy customers onboard, Mitel now ranks as one of the world’s 10 leading manufacturers of integrated circuits for net- 
working and telecommunication uses. The world-class team of GPS design engineers also gives Mitel much increased 


research and development expertise. 


The impact of the GPS acquisition on Mitel operations and revenue is significant. The capacity to use 0.35 micron tech- 
nology on 8 inch wafers pushes Mitel onto the front lines of semiconductor design and manufacture, and greatly broadens 
our opportunities. The ability to produce bipolar and complementary metal oxide semiconductor (CMOS) components as 


well as an impressive mixed-signal analog/digital circuitry capability are among the many benefits of the GPS acquisition. 
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A third acquisition — that of the Customer Premises Equipment business unit of Centigram Communications Corporation 
for U.S.$26.8 million — was made just after fiscal year end. The acquisition complements and further extends our business 
communications systems portfolio with voice messaging solutions to meet customer demand for voice mail and unified 


messaging. 


A GLOBAL COMMUNICATIONS COMPANY = Mitel has emerged in 1998 as a truly global communications company, serving 
the needs of people, corporations, governments and the societies they represent at the different stages of their technological 
evolution. With a broad and balanced range of products to serve the needs of developing as well as developed nations, Mitel 
proved this year that opportunities for continued growth and increased revenues are many and realizable. While our inter- 
nal organization still reflects two major operational areas — Semiconductors and BCS — our product offerings do in fact 
extend across a comprehensive value chain from the smallest integrated circuits we sell to original equipment manufacturers 
to the complete systems we design, build, install and service. By ensuring our presence at every link of this value chain, Mitel 
has kept in close touch with every category of customer along the communications continuum, and has achieved a unique 


perspective from which to foresee opportunities as they emerge. 


PRODUCTS OF INNOVATION AND PERFORMANCE The spirit of innovation at Mitel has never been keener. With a com- 
mitted research and development mission to bring the highest-quality products to market in a timely fashion, we continued 


this year to build and aggressively manage an impressive portfolio of products. 


A new Planet chip set gives Mitel a significant edge in the digital handset market, with globally positioned customers plac- 
ing sizeable standing orders. Our first two cell-based application-specific integrated circuits (ASICs) have put us securely on 
the road to a fast-growing market for cell-based rather than gate-array chips and, this year, a major microprocessor supplier 
rated us #1 in the world for ASIC supply. Mitel vertical cavity surface emitting lasers (VCSELs) have taken off with the 
introduction of the first array VCSEL for four fibers, with resulting performance gains in signal power. And our low-volt- 


age Caller-ID chips are now the top seller in the world. 


This year too, Mitel’s SX-2000™ PBX for Windows NT™ made it possible to deliver call control in an open-server envi- 
ronment, and the Lightweight Directory Access Protocol (LDAP) enabled enterprises to include the voice domain in their 
directory services strategies. A new range of 4000 Series SUPERSET™ telephones brought intelligent functionality to the 


desktop with a pleasingly small footprint and a broad range of interfaces. Our Network Gateway for the NT server offered 
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a new level of intelligence to voice-over-data networks. With strong sales this year, the SX-200™ ML PBX aimed at the under- 
100 line small business achieved the promise of its successful launch late in Fiscal 1997, while the launch of the SX-200 EL 
PBX addressed the need for a platform that is scalable up to 350 lines. 


At Mitel, our products are designed and built to satisfy the needs of a quickly changing world with maximum performance 
and cost advantage to our customers. With products ranging from set-top boxes which route incoming radio frequency (RF) 
signals to residential televisions, computers and phone systems to smart car alarms that sound when invisible fields of 
microwave energy are penetrated, Mitel has proved this year that its capacity for invention is as impressive as its ability to 
perform. Highlights of this year’s major product launches begin on page 20, and can also be studied in detail by visiting our 


website at www.mitel.com. 


ONWARD FROM SILVERTO GOLD In 1998, we celebrate an important anniversary. For 25 years now, Mitel has led the mar- 
ketplace with a novel and appealing array of products for the world of communications, arguably the sector of technology 


changing faster than any other. 


After a quarter century, the energy within the Company is palpable. Our task now is to improve the profitability of our newly 


acquired semiconductor operations while aggressively continuing to refresh our product portfolio company wide. 


With this year’s achievements and acquisitions, we stand poised to exploit emerging market opportunities with a complete 
and evolving range of visionary products which bring the spectrum of communication technologies to our global customers 


in the open, distributed and standards-based environment of the converged world. 


ol 


Dr. John B. Millard, prestpenT & CHIEF EXECUTIVE OFFICER 


(Unless otherwise stated, figures are quoted in Canadian dollars) 
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Highlights from the communications continuum 


With an unwavering focus on creating world-class solutions that meet and anticipate client needs across the communications 
continuum and around the world, Mitel has carried on its tradition of product excellence in Fiscal 1998. The following 


overview provides a brief yet representative snapshot of Mitel’s accomplishments. 
Semiconductor 


I — WIRED 

DAA The Wired Business Unit of Mitel Semiconductor launched two Data Access 

Arrangement (DAA) products: MH88435 and MH88437. These new products, 

which interface analog phone lines with digital modems, are the only one-part pr od ucts fe or 
solutions available worldwide which meet regulatory specifications, significantly a changing world 
reducing time to market for OEMs. 

ATM Mitel continued its movement into ATM. The MT90500 introduced this 

year, and a product which allows voice to be integrated into ATM networks, leads the industry in the number of voice chan- 
nels supported and has made transport of voice over ATM networks affordable. The MT90500 has generated significant 
design wins with Mitel customers. 

CALLER ID CHIPS The Wired Business Unit continued development of Caller ID chips. The introduction of the extended- 
voltage MT88E43 Caller ID chip helped Mitel maintain its No. 1 position in this global market. 


ATM chip Planet chip 


| 


SWITCHING In the switching portfolio, Mitel made investments toward developing a 3-volt product line for switches and 
other traditional products which will reduce power requirements. Product launches are upcoming. 

COMBO FRAMERS The Wired Business Unit launched the MT9075 E1 Combo Framer and is in the final stages of launch- 
ing the MT9074 T1 Combo Framer. T1 is the North American and Japanese standard for interconnecting networking sys- 
tems over the telephone network; El is the standard in the rest of the world. This product line facilitates the smooth inter- 
connection of video, data and voice signals across Wide Area Networks (WANs). 

ETHERNET PRODUCTS Acquired with GPS, the Ethernet product line interconnects PCs and servers. In Fiscal 1998, Mitel 
released the NWK914 Ethernet PHY chip, one of the first 10-megabit-per-second parts to hit the market. The NWK954, 
a 100-megabit-per-second part, will be launched shortly. This 4-channel PHY and Repeater Single Chip functions inside 


the network hub to internally switch channels. 


2 — WIRELESS 

ANALOG & DIGITAL CELLULAR CHIP SETS Mitel’s position in the market for RF chip sets for cellular handsets remains 
strong. Our ACE chip set provides a complete solution for analog handsets. The Planet chip set is being introduced now to 
the fast-growing market for digital handsets. This full processor-to-antenna suite for Code Division Multiple Access (CDMA) 
dual-mode cellular phones represents a comprehensive, competitive offering. 


CELLULAR BASE STATION TECHNOLOGY With the acquisition of GPS, Mitel has extended its system offering to provide a 


Mitel Corporation 98 Annual Report 


12x, BE 


complete framer, switch and RF solution. Our complementary capability in both bipolar RF technology and CMOS base- 
band technology gives the Company a competitive edge. With the expansion of cellular standards such as Code Division 
Multiple Access (CDMA) and Time Division Multiple Access (TDMA), Mitel is well positioned to be a market leader. It 
is equally positioned to capitalize on the burgeoning market for handsets linked to base stations. 

WIRELESS LAN COMPONENTS In the LAN-component arena, Mitel began developing radio transmitters on PCs for clients 
with vertical-market mobility needs, such as stock-room management, patient-record sharing in hospitals, inventory verifi- 
cation in retail outlets, and information access in stock exchanges. The Company recently launched a Waverider chip set 
which provides the highest throughput at the lowest cost of any solution in the industry. 

SET TOP BOXES Mitel continued to be the No.1 supplier worldwide of tuners and RF components to Set Top Box (STB) 
manufacturers. STBs convert satellite, cable TV and terrestrial TV signals for transmission through PCs, phones and tele- 
visions. Mitel’s RF technology sits inside the box and pulls in the signals. 

PAGERS Mitel continued to be a major supplier of integrated circuits for pager applications. Its most recent application 
currently being launched, the ZIF100, is compatible with Motorola’s FLEX™ technology, the new standard being deployed 
worldwide. 

GLOBAL POSITIONING SYSTEMS Through GPS, Mitel continued to deliver its total chip set solution for Global Posi- 


tioning System applications. 


3 — ASIC 
MEDICAL The reliability of Mitel’s medical ASICs has helped the Company maintain outstanding growth in this market. 
Mitel is the No.1 supplier of pacemaker ASICs and hearing-aid ASICs worldwide. 


Set Top Box | ASIC | VCSEL 


| 
} 
GATE ARRAY & CELL-BASED ASICs With the acquisition of GPS, Mitel has added Gate Array and Cell-based ASICs to its 
more traditional digital ASIC business. It has developed hundreds of Cell-based ASIC custom designs for clients. Though 
the development process is more lengthy with Cell-based design, these solutions are more cost-efficient than Gate Array 
designs and more tailored to customers’ individual needs. 

EMBEDDED CORES Mitel continues to thrive in the Embedded Core market with the combination of its leading capability 
in ASIC technology, its expertise in system-level integration and its advanced Cell-based design skill. Embedded cores include 
32-bit Asynchronous Response Mode (ARM) thumb core, oak and pine Digital Signal Processing (DSP) cores, and micro- 


processor engines. Mitel is one of the few companies licensed to embed these cores. 


4 — OPTOELECTRONICS 

VCSELs Mitel launched the first Array Vertical Cavity Surface Emitting Laser (VCSEL) to hit the merchant market world- 
wide that can connect up to four fibers in one package. Because VCSELs convert electricity to light with low power and a 
high conversion rate, they drive more power into the fiber with much less loss. Mitel launched a number of additional 
VCSELs for other applications, including a gigabit Ethernet offering. 

DVD With the acquisition of GPS, Mitel has entered into the Digital Versatile Disk (DVD) market. A new chip that reads 


information from a disk and converts it to digital format will soon be launched. DVD allows 40 times the amount of data 
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to be stored on a PC and delivers a phenomenal data transfer rate. It is the storage medium for PCs of the future. Mitel is 
currently partnering with DVD designers to develop the read channel portion of DVD (the light in, data out optical con- 
nection), an area where high market potential exists. 

DIODE The PIN/PRE-AMP Combo Diode for fiberoptic communications was also launched in Fiscal 1998. It receives light 


and amplifies the electrical signal. The integration incorporated in this product reduces noise and provides a better signal. 


5 — POWER 

HIGH-POWER APPLICATIONS Mitel continued to deliver its Thyristors and Gate Turnoff Thyristors (GTOs), the workhorses 
of the industry which power electric trains, cranes, elevators and other transport equipment. It also continued production 
of its Smart Power Modules which operate washing machines, dishwashers and other appliances while reducing noise and 
conserving energy. 

AUTOMOTIVE Mitel pursued development of microwave-based car alarms that create an invisible wall of RF inside cars. 


They are currently developing products for intelligent cruise control. 


6 — CUSTOM WAFER FOUNDRY 

MICRONS With the acquisition of GPS, Mitel has adopted internal CMOS manufacturing capabilities down to 0.35 
microns on 8-inch wafers. It will be expanding this business dramatically over the next fiscal year. In Fiscal 1997, Mitel made 
a significant investment to upgrade fab capability at the Bromont plant from 4 inches to 6 inches. Conversion of that fab 
process has progressed well, and Mitel has begun manufacturing using the new 6-inch process, providing added capacity to 


Mitel Semiconductor. 


SX-2000 LIGHT SX-200 EL GX5000 


Business Communications Systems 


7 — SYSTEMS 

PBXs Mitel continued to deliver its core PBX systems to markets around the world. The Company has refocussed on the 
under-100-line marketplace in a significant way with the introduction of the SX-200 ML and SX-200 EL systems which 
address market needs for switching platforms that offer advanced technology to smaller enterprises. The ML and EL models 
maintain and enhance the functionality of the SX-200 while reducing line size from between 80 and 150 users to between 
30 and 80 users. While the ML model exists as a single cabinet, the EL model is scalable from 80 up to 350 lines to meet the 
needs of growing businesses. Mitel also introduced the SX-2000 PBX system for Windows NT which moves its SX-2000 
product to an open platform — the first to do so of the top five PBX manufacturers in North America. 

TELEPHONES As part of its value-added product offerings that enhance Mitel switching platforms, the Company intro- 
duced the 4000 Series of SUPERSET telephones. These compact telephones were developed based on user feedback to meet 
the needs of desktop workers into the next century. 

MITEL PERSONAL ASSISTANT Mitel leveraged the telephone technology incorporated into its 4000 Series into another busi- 
ness opportunity by applying the look, feel and design to the Mitel Personal Assistant™ portfolio for the Small Office and 
Home Office (SOHO) marketplace. 

CALL CENTER SOLUTIONS Mitel took a fresh look at its portfolio of Call Center Solutions. It added incremental function- 
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ality to its Call Management, Agent Automation and Automatic Call Distribution software, and moved each offering to a 
Windows NT environment to meet the demands of the marketplace. 

MITEL OPS MANAGER In the operations management arena, Mitel developed an application that runs on an open platform 
and allows users to communicate via Simple Network Management Protocol (SNMP), enabling them to capitalize on SNMP’s 
ability to converge voice and data networks. This facilitates SNMP management of Mitel’s SX-2000 PBX, the SX-2000 for 
Windows NT PBX and NeVaDa, making the voice network manageable in an IT infrastructure. 

NETWORK GATEWAY Mitel ported its Network Gateway into an NT server. The NT server links back into the SX-2000 PBX 
allowing functionality with ISDN capability and bringing voice advantages to data applications. Unlike most competing 
products, Mitel’s new Network Gateway product provides IT managers with trunk reports so they can determine how best 
to divide the designation of channels between voice and data traffic — enabling a more cost-effective use of bandwidth. 
MITEL MAIL Mitel introduced its latest voice mail offering, Mitel MAIL LITE, which reduces line size and extends voice 
mail capability to smaller enterprises. 

MITEL MEDIAPATH SERVER As part of its commitment to providing integrated, industry-standard voice and data solutions, 
Mitel selected Microsoft BackOffice™ Small Business Server as the preferred suite for the Mitel MediaPath™ Server. 


8 — ALTERNATE NETWORK AND REMOTE ACCESS 

REMOTE TELEWORKER ‘To address the growing need for the convergence of voice and data on the home- or small-office 
desktop, Mitel’s Gandalf Division introduced the XpressConnect 5232i PBX Extender Pack, an off-premise link extender 
which allows a PBX line to be extended to a remote location via ISDN. This offering works with Nortel PBXs and tele- 


phones; Mitel is currently developing a comparable solution for its own PBXs and DNIC phone. 


4000 Series SUPERSET telephones XpressConnect 5232; PBX Mitel Mini Dialer 


Extender Pack 


VOICE AND FAX PLATFORMS Mitel continued to deliver traditional voice and fax platforms but added variants to its port- 
folio to meet the needs of European and Pacific-Rim customers. Mitel also expanded its digital platform into those same 
geographic markets. 

RESIDENTIAL DIALER Mitel developed a SMART-1 Concept residential dialer for the U.K. market of alternate carriers 
which simplifies the dialing process for customers by eliminating the need for inputting access codes. The availability of this 
product will continue to expand into other European markets. 

FAX-OVER-INTERNET Mitel also introduced a fax-over-Internet Mitel Mini Dialer (MMD). This dialer routes faxes from 
legacy fax systems to the Internet. Documents are then converted to Internet Protocol (IP) and sent over the Internet — pro- 
viding valuable savings in long distance charges. Over the next fiscal year, this product will be extended to integrate fax-to-IP 


conversion into the dialer itself. 


9 — CENTRAL OFFICE 
LOCAL EXCHANGE Mitel completed development of its GX5000™, a Custom Local Area Signaling Service (CLASS) and 
Signaling System Number 7 (SS7) offering that is rich in subscriber features. It also completed hardware development for 


its ISDN BRI (Basic Rate Interface) offering. Software development will follow this fiscal year. 


For more information about Mitel’ extensive product portfolio, visit our website: www.mitel.com 
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Last year, Mitel was awarded more patents than in any other year of its 25-year history. The patents represent more than 
just great ideas; they are testament to the renewed spirit of innovation the Company has achieved. Our common goal now 


is to bring products of the highest quality and relevance to market in the shortest possible time. 


So we've made changes. This year, we brought a host of new capabilities in house, reducing product-development time and 
bringing manufacturing operations at all levels into closer touch with those who design solutions for an increasingly com- 


petitive and demanding world. 


The acquisition of Plessey is a major coup. With access to 0.35 micron CMOS 
technology, many of our best selling designs can now be transformed into com- 
plex chips at an extremely competitive price. This capability is the surest route to 2 E 
low price and security of supply, which we can then guarantee to our customers. in venting better 
And with more than 500 Plessey design engineers now on our staff, Mitel is an d fi aster 
poised to tackle any problem our customers can throw our way. With the acqui- 

sition of Centigram’s CPE Business Unit, we have unparalleled in-house R&D 

expertise in the field of voice messaging. Similarly, with the Gandalf technology business in house, we can now turn to 


remote-access data-compression designers with the insight and expertise to lead us into an explosive new market. 


Mitel R&D. It’s no accident that we're inventing better and faster. It’s no mystery that our products have never been more 
stable, nor more relevant to the needs of our customers. With a publicly committed strategy towards open systems, and an 
environment in which our own developers are inspired to think smarter and faster, we're not just ready for the converged 


world, we're helping to invent it. 


For many years, Mitel has worked diligently to consider and lessen the impact on 
the environment of each and every business activity. Taking that commitment to 
environmental protection one step further in Fiscal 1998, Mitel earned ISO 14001 
certification for four of its manufacturing locations in the United Kingdom and we stand 
Canada. ISO certification at this level, which will soon be extended in the future accoun t ab | é 
to all our manufacturing locations, affirms that Mitel’s approach to environmental 


protection worldwide is working and working well. 


Over the past fiscal year, Mitel enhanced its already stringent energy-consumption measures, and put in place continuous 
monitoring and reduction programs for volatile organic compounds (VOC) and acidity emissions at selected Semiconductor 
manufacturing sites. It made further strides in reducing the use and disposal of hazardous substances, extended its efforts 
to divert solid waste, particularly plastics, away from landfill sites, and established further improvement objectives for the 


Bromont, Kanata and Caldicot operations. 
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Mitel has emerged as a sophisticated and focused customer-driven powerhouse through the dedicated efforts of more than 


6,000 employees around the globe — employees who consistently demonstrate their determination, tenacity, resilience 


and skill. 


Mitel strongly believes in nurturing this powerful spirit, and creating a challenging and rewarding workplace environment. 
The Mitel Game Plan for Success is proof. This Human Resources strategy emphasizes individual competencies and encour- 
ages high performance. As part of its implementation over Fiscal 1998, a Hard Skills and Behavioral Competency Dictio- 
nary was published, a centralized resource that lists requirements for each of the various roles within Mitel. Complemen- 
tary personal-assessment tools are currently being introduced to help employees 
identify areas that require personal development — both for their current roles 
game p lan for and in preparation for future career opportunities. Learning Maps available from 
success the Mitel Intranet site help employees identify resources for self development — 
multimedia tools, leader-led training, on-the-job learning, videos and books. 
Building its team and recruiting new members according to this strategic Game 


Plan will give Mitel a unique competitive advantage. 


Mitel takes great pride in its role as a good corporate citizen. Each year, the Company contributes financial support where 
needed in all parts of the community to not-for-profit groups, charitable organizations and educational programs, and for 
special sports and arts-and-culture events. In every case, Mitel seeks out initiatives from which Mitel employees and their 


families can benefit. 


Fiscal 1998 was no different. To ease the burden of victims of the horrendous ice storm that struck Eastern Ontario and 
Quebec, Mitel contributed $25,000 to the Power Aid Live benefit concert. The Company continued to support the ‘home 

team’ with sponsorship of the Ottawa Senators NHL hockey club, and sponsored 

other sporting events such as the Labatt 24-Hour Relay. To encourage local 
$ h a rin g artists, Mitel sponsored the Ottawa Blues Festival, and funded a tour of local 
our fortune schools by performers from the Manotick Fringe Festival. As part of its commit- 
ment to youth education, Mitel continued to sponsor O-Vitesse, a program 
which trains engineers and scientists from outside the technology sector as much- 


needed software engineers. 
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Asynchronous Transfer Mode (ATM) A fast packet switching tech- 
nique by which short packets or cells containing data, voice or video 
signals are moved over networks at high speed. 


Bipolar Radio Frequency (RF) Bipolar is the predominant signaling 


method used for digital transmission services, while RF refers to elec- 
tromagnetic waves propagated in free space. 


Code Division Multiple Access (CDMA) A form of digital cellular 
phone service. A spread spectrum technology that assigns a code to 
all speech bits, sends a scrambled transmission of the encoded speech 
over the air and reassembles the speech to its original format. Bene- 
fits are increased capacity and more efficient use of spectrum. 


CMOS Baseband Technology Baseband is a form of modulation in 

which signals are applied directly to a transission medium without 

using frequency division multiplexing. This baseband circuit can be 

implemented in an integrated circuit using CMOS (Complemen- 

tary Metal Oxide Semiconductor) technology, which is known for its 
_ low power consumption. 


Combo Framer 
bination digital framer and analog line interface unit (LIU). This 
standard compliant device transmits and receives data at 1.544Mb/s 
or 2.048Mb/s over transmission lines. ‘iaditional market is high 
‘speed data transmission between central office and PBX, but a new 
class of markets has emerged recently, these are wireless base-stations, 
central office to ISP (Internet Service Provider), remote LAN access, 
and HDSL terminal units. An example is the MT9074 T1/E1/J1 


long haul combo framer. 


Data Access Arrangement (DAA) The telephone line interface for 
data (modem) and/or voice communications. It provides the physi- 
cal connection to the telephone companys analog POTS (Plain Old 
Telephone Service) line. 


Digital Versatile Disk (DVD) Digital video disks of the same size as 
CD-ROMs that store music, video or data. 


E1 A 2.048 Mb/s digital transmission link. It is the digital trans- 


mission standard for Europe. 


Embedded Cores They are microprocessors and other devices built 
into ASICs. 


Ethernet PHY Chip PHY is an industry name for physical s specifica- 
tions. An Ethernet PHY chip provides a physical interface between 
the network transmission medium and network equipment. 


Gate Array A circuit consisting of an array of logic gates aligned on 
a silicon substrate in a regular pattern. This generic collection of gates 
canbe connected in any sequence, by the user, to perform a specific 
function. 


Gate Turnoff Thyristor The GTO is a power switching device that 
can be turned on by a short pulse of gate current and turned off by 
a reverse gate pulse. The turn-off time is short, thus giving it more 


capability for high-frequency operation than thyristors. 


Gigabit Ethernet § This is a high bandwidth Ethernet connection 
(>1000Mb/s) which uses a fibreoptic transmission. medium. 


Global Positioning System A system of space-based satellites which 
continuously transmit accurately timed signals which are meant for 
reception by handheld or vehicular based receivers which calculate 
and display the exact physical location in longitude and latitude. 


An integrated T1/E1 transceiver circuit with com- . 
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glossary of terms 


Integrated Services Digital Network (ISDN) An integrated digital 
network in which the same digital switches and digital paths are used 
to establish connections for different services, for example, telephony 
and data. 


ISDN Basic Rate Interface (BRI) An ISDN system in which two 64 
Kb/s bearer channel (B-channel) and one D ¢hannel are delivered to 
the desktop. 


MediaPath Mitel’s MediaPath utilizes Mictosoft’s BackOffice, as a 
foundation for the voice enterprise communication application for 
businesses, workgroups and corporate branch offices with 100 or 
fewer users who are interested in deploying voice and data converged 
business applications. Running on a standard Microsoft Windows 
NT Server, MediaPath offers a server-based solution as an alternative 
to the traditional PBX: 


Network Gateway The entrance and exit to a communications net- 
work. 


NeVaDa (Networked Voice and Data) 
vides the infrastructure for converging voice and data and video onto 
one universal, broadband switching fabric. 


A Mitel offering that pro- 


Optoelectronics The range of materials and devices that generate 
and transmit, amplify, detect and control light. 


Private Branch Exchange (PBX) A “branch” of a telephone com- 
pany’s central office exchange, usually located on the customer's 
premises, to provide connections between the extension telephones 
within the business ‘as well as connections to public and private net- 
works outside the business. 


A network man- 


Simple Network Management Protocol (SNMP) 
agement protocol used in most Internet applications. 


T1_ A 1.544 Mb/s digital transmission link; the North American 
standard for digital transmission. 


Time Division Multiple Access (TDMA) One of several technolo- 


gies used to separate multiple conversation. transmissions over a 
finite frequency allocation of through-the-air bandwidth. 


Thyristor A bistable semiconductor device comprising three: or 
more junctions that cam be switched from the off state to the on 
state, or vice versa, such switching occuring within at least one quad- 
rant of the principal voltage-current t characteristic. Used for power 
switching. 


Vertical Cavity Surface Emitting Laser (VCSEL) ‘The latest develop- 
ment of laser light sources used in optical fiber communications at 
speeds of several gigabits per second e.g. all information you ‘can 


store on a PC’s hard disk would be transferred’ in a few seconds: 


Acknowledgements: Newton's Telecom Dictionary, Mitel personnel. 
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ion and analysis of financial condition and resuits of operations 


(in millions of Canadian dollars, except per share amounts) 


Mitel’s revenue reached a record high in Fiscal 1998 due to strong performances in each of the core businesses and recent acquisi- 
tions. Total revenue grew by 28 percent to $888.5 in Fiscal 1998 from $695.5 in Fiscal 1997. By business group, Semiconductor 
revenue grew by 46 percent and Business Communications Systems (“BCS”) revenue was up 20 percent from the previous year. 
The Semiconductor growth rate was mainly attributable to increased shipments of integrated and hybrid circuits and to the consol- 
idation of the Plessey Semiconductors Group (“Plessey”) which was acquired on February 12, 1998. The BCS revenue growth was 


driven by higher sales volumes of PBX systems, telephone sets, new convergent systems and by increased service revenue. 


The Company reported record net income of $91.9, or $0.82 per share, for the year ended March 27, 1998, an improvement of 
$53.9, or $0.50 per share, over Fiscal 1997. Fiscal 1997 net income was $38.0, or $0.32 per share, after deducting a fourth quarter 
restructuring and other charge of $13.0, or $0.12 per share. Primary drivers behind the improvement were the higher sales volumes 
and lower expenses as a percentage of sales resulting from actions taken to focus operations and improve the sales channels. Net 
income also benefited from an accrual for investment tax credits (ITCs) amounting to $18.0, or $0.17 per share, which relate to 
ITCs expected to be realized in the foreseeable future. There was no such corresponding item or amount in Fiscal 1997. Fiscal 1998 
earnings per share were reduced by $0.04 per share, after interest and tax, due to the consolidation of Plessey which was acquired 
mid-way through the fourth quarter. Net income for the three fiscal years ended March 27, 1998, March 28, 1997, and March 29, 


1996 as determined by U.S. accounting principles is detailed in Note 22 to the consolidated financial statements. 


During Fiscal 1998, the Company completed two acquisitions as well as two others shortly after its Fiscal 1998 year-end. On 
February 12, 1998, the Company acquired all of the capital stock of four affiliated entities, which together with their respective 
subsidiaries comprise Plessey, from The General Electric Company plc (“GEC”) for U.S.$225.0 in cash. Plessey is an international 
semiconductor company focused primarily on telecommunications and media applications. Management believes the combined 
semiconductor business will rank Mitel among the major networking and telecommunications semiconductor companies in the 
world with a diverse product offering and advanced technology expertise along with the ability to produce bipolar, Complementary 
Metal Oxide Semiconductor (CMOS) and optoelectronic components. The BCS portfolio was strengthened on August 8, 1997 
with the acquisition of the assets and remote access technology business of Gandalf Technologies Inc. (“Gandalf”) for $21.6 in cash. 
Gandalf’s products facilitate, in a cost effective manner, high volume data and voice communications between the corporate office, 
local branches, teleworkers and agents in the field. In addition, on May 8, 1998, the Company acquired the Customer Premises 
Equipment (“CPE”) Business Unit of Centigram Communications Corporation for U.S.$22.0 in cash. Certain working capital 
assets related to that business were also purchased by Mitel for U.S.$4.8 in cash. The acquisition will complement Mitel’s BCS 
communications portfolio with voice messaging solutions to meet increasing customer demand for voicemail and unified messaging 
solutions. On May 19, 1998, the Corporation acquired the products, technology, research and development facilities and sales and 
marketing organization of Glasgow-based Telecom Sciences Corporation Limited (TSc) for $8.0 in cash. The acquisition enhances 
Mitel’s product portfolio with ISDN business products for the small-to-medium enterprise market. TSc was formed in February, 
1996 following a management buy-out of the former Philips Business Communications Systems plant in Scotland. TSc was in 


receivership at the time of the acquisition. 


The following discussion and analysis explains trends in the Company’s financial condition and results of operations for the year 
ended March 27, 1998 compared with the two previous fiscal years, and is intended to help shareholders and other readers under- 
stand the dynamics of the Company’s business and the key factors underlying its financial results. Certain statements in this 
managements discussion and analysis constitute forward-looking statements. Such forward-looking statements involve known and 
unknown risks, uncertainties, and other factors which may cause the actual results, performance or achievements of the Company, 
or industry results, to be materially different from any future’results, performance, or achievements expressed or implied by such 
forward-looking statements. Such risks, uncertainties and assumptions include, among others, the following: general economic and 
business conditions; demographic changes; import protection and regulation; rapid technology development and changes; timing 


of product introductions; the mix of products/services; industry competition, industry capacity and other industry trends; and the 


Mitel Corporation 98 Annual Report 


Pg. 29 


ability of the Company to attract and retain key employees. The consolidated financial statements, notes to the consolidated finan- 
cial statements and supplementary information constitute an integral part of and should be read in conjunction with this management’s 
discussion and analysis. Readers may wish to make reference to the glossary of terms on page 26 of the Annual Report to assist in 


their understanding of this discussion. 
RESULTS OF OPERATIONS 


Mitel’s business is global and comprises the design, manufacture and sale of semiconductors, subsystems, and systems to world 
markets in the communications industries. These products and related services include integrated circuits for wired and wireless 
applications, applications-specific integrated circuits (ASICs), optoelectronic devices and custom silicon wafers; voice communica- 
tions systems; networked voice and data systems, CTI systems and applications; telephony-enabled servers; public switching systems; 


and alternate network and remote access products. 


The Company sells its products through both direct and indirect channels of distribution. Factors affecting the choice of distribu- 
tion, among others, include: end-customer type, the level of product complexity and integration requirements, the stage of product 


introduction, geographic presence and location of markets, and volume levels. 
REVENUE 


Revenue during the last three fiscal years, based on the geographic location of Mitel’s customers, was distributed as follows: 


REVENUE ($ millions Cdn) 


Canada 


= Other regions 


‘||| United States 


For the year ended March 27, 1998, the net movement in exchange rates from Fiscal 1997 favorably impacted total revenue by 
3 percent ($19.4) primarily as a result of changes in the U.K. pound sterling and U.S. dollar exchange rates. Fiscal 1997 revenue 
was favorably impacted by 0.3 percent ($2.3) as a result of changes in the U.S. dollar and U.K. pound sterling exchange rates. 


SEMiCOKRAUCLOrs 


Semiconductors comprise integrated circuits for wired and wireless 


SEMICONDUCTOR REVENUE ($ millions Cdn) applications, ASICs, optoelectronic devices and custom silicon wafers. 


As a percentage of total revenue, semiconductors accounted for 36 per- 


i cent, 32 percent and 21 percent, respectively, in fiscal years 1998, 1997, 


200 and 1996. 


120.9 


nn Semiconductor revenue increased by 46 percent from last year as a 


result of increased demand for the Company’s integrated circuits 


7 and thick film hybrid products, primarily in the U.S. and Asia Pacific 


1996 


regions, and the effects of consolidating recently-acquired Plessey mid- 
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way through the fourth quarter. Excluding the Plessey acquisition, the increase in Mitel’s semiconductor revenue reflected the world- 
wide growth in the communications segment of the semiconductor industry and growth in the market for ASICs, particularly for 
medical applications. Technological advances and increasingly complex end user requirements affecting telecom and datacom 


networks have stimulated the demand for Mitel’s wired communication components and ASICs. 


In recent years, the strong demand in global communications markets caused Mitel’s principal semiconductor operations to reach 
capacity. The Company took major steps in Fiscal 1996 to expand its production capacity through both the acquisition of Mitel 
Semiconductor AB, formerly ABB HAFO AB, which has a semiconductor plant in Jarfalla, Sweden, and a major capital expansion 
program at its fabrication plant in Bromont, Quebec, Canada. Both initiatives were necessary to meet the growing demand for Mitel’s 
integrated circuits. The most significant part of the first phase of the Bromont expansion program, which increased the volume 
capacity of the existing 100 mm wafer production, was completed during the first quarter of Fiscal 1997. The second part of the 
first phase, which introduced new 0.8 micron technology, as well as the second phase, which increased the plant’s production capacity 
by converting to 150 mm wafer production, was substantially completed in the fourth quarter of Fiscal 1998. The acquisition of 


Plessey also provides the Company with significantly more manufacturing capacity. 


Management believes the Plessey acquisition significantly enhances the Company’s operations, technologies and product portfolio. 
In particular, Plessey provides a strong customer base and expanded geographic presence, enhanced research and development capa- 
bility, expanded manufacturing capabilities, and a diverse and complementary product offering. Plessey brings to Mitel a strong 
direct channel relationship with its customers. Technology expertise was obtained in radio frequency and high-speed transmission 
for communications applications; mixed-signal, high-frequency and high-speed transmission for communications and ASICs markets; 
and gate-array and reduced instruction set computer processor technologies. The manufacturing capability principally includes 
two semiconductor fabrication facilities, a leading-edge 150 mm bipolar facility in Swindon, England and a high performance 200 
mm CMOS facility in Plymouth, England which uses 0.35 micron technology. The product portfolio encompasses ASIC compo- 
nents, wireless applications, and mass optical storage and networking (fast Ethernet) products, complemented by systems level 
integration expertise for custom solutions. At the time of the acquisition, the Plessey group had annualized sales of approximately 
U.S. $275.0 and was incurring losses. Management expects that Plessey will have a dilutive effect on the Company’s earnings in the 
first half of Fiscal 1999. 


Fiscal 1997 semiconductor revenue increased over Fiscal 1996 by 83 percent primarily as a result of the additional revenue from 
Mitel Semiconductor AB, which was acquired at the end of Fiscal 1996, and increased demand for integrated circuits, wafers, and 
thick film hybrid products in all regions. On October 23, 1996, the Company sold its non-strategic thermal print head operation 


to a German distributor for a nominal amount. 


BCS REVENUE ($ millions Cdn) 


500 — ov 


82.0 
BB Service 


® Products 


1997 1998 
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Business Communications Systems (BCS) comprise PBX and peripheral products, open communications systems, applications, 
systems integration, the GX5000 public switching system, and alternate network and remote access products. All of the Company's 


service revenue relates to BCS, primarily PBX. 


Compared to Fiscal 1997, BCS product revenue in Fiscal 1998 increased by 20 percent, from $404.0 to $484.8, due to higher sales 
volumes of SX-2000 and SX-200 systems, including the associated pull-through of system sets; incremental sales of remote access 
products; new convergence system sales of networked voice and data products; and increased shipments of alternate network access 


products. 


U.S. indirect channel sales benefited from a strong North American economy and the successful launch of the SX-200 ML late in 
the fourth quarter of Fiscal 1997. The SX-200 ML voice system is aimed at the fast-growing small business, under-100 line, market 
in the United States and other countries. The SX-200 ML was made available to the Company’s U.S. supply houses and dealers and 
selected Canadian and Caribbean telephone companies during the first quarter of Fiscal 1998. U.S. direct channel sales benefited 


from strong growth in the installation of new systems as well as from upgrades in the existing customer base. 


With respect to Europe, sales increased in Fiscal 1998 as a result of recently deregulated network access services in the U.K. which 
created a strong demand by alternate carriers for Mitel’s alternate network access products. European PBX sales also increased on 


system upgrades sold to the installed base. 


BCS sales into the Asia Pacific region continue to be adversely affected by the ongoing effects of weakened economies and intense 
price competition in that region. Management believes this trend will continue for the foreseeable future without a significant impact 


on the Company’s results of operations. 


In proportion to total revenue, BCS service revenue remained steady at approximately 10 percent of total revenue. Service revenue 
grew mainly due to the managed service business in the U.K. where telecom product-related services are channeled through outsourcing 


companies. The program was introduced in the second half of Fiscal 1997. 


Fiscal 1997 BCS revenue increased by 4 percent to $474.5 from Fiscal 1996’s revenue of $455.5. The revenue growth was due to 
increased demand for alternate network access products, improved sales of CTI applications and higher SX-2000 sales through the 
USS. indirect channel. European and U.S. markets were characterized by intense pricing pressures resulting from competitive condi- 


tions which constrained the rate of revenue growth. 
GROSS MARGIN 


As a percentage of total revenue, total gross margin was 51 percent in Fiscal 1998, 50 percent in Fiscal 1997 and 49 percent in 
Fiscal 1996. The product gross margin was 52 percent in Fiscal 1998, equal to Fiscal 1997 and one percentage point higher than 
in Fiscal 1996. The product gross margin remained stable with the positive impact of higher sales volumes of BCS and semicon- 
ductor products offsetting lower average prices in certain BCS products. The service gross margin improved to 37 percent for the 
year ended March 27, 1998, an improvement of four and one percentage points over Fiscal 1997 and Fiscal 1996, respectively. The 
service gross margin improvement was due to service call efficiencies and better technician utilization resulting from higher system 
sales in North America. Fiscal 1996 service gross margin included a benefit from the sale and transfer of certain U.K. maintenance 


contracts to Bailey Telecom Limited. 
OPERATING EXPENSES 


Selling and Administrative 
Selling and administrative (S8¢A) expenses in Fiscal 1998 were $231.8, or 26 percent of sales, compared with $208.4, or 30 percent 
of sales, in Fiscal 1997. In Fiscal 1996, S&A expenses were $172.2, and also 30 percent of sales. S&A expenses decreased as 
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a percentage of sales primarily due to strong revenue growth, spending restraints applied to marketing programs, higher efficiencies 
and focus in the sales channels and reduced corporate overhead costs. The improvement was partially offset by the effects of 
consolidating recently-acquired businesses. The Company acquired the business and assets of Global Village, an ISDN solution 
provider based in the United Kingdom, during the fourth quarter of Fiscal 1997. The technology business of Gandalf was acquired 
on August 8, 1997 and Plessey was acquired on February 12, 1998. 


Fiscal 1997 S&A expenses increased over Fiscal 1996 primarily due to the inclusion of the results of operations of Mitel Semiconductor 
AB. In addition, higher costs associated with new marketing initiatives and product launches and increased product support costs 
contributed to the increase over Fiscal 1996. The marketing-related costs included increased trade show activity, new corporate 


communications material, course development for dealers and end-customers, and an increase in personnel. 


R&D expenses amounted to $84.5, or 10 percent of revenue, for the year ended March 27, 1998. This compares to $56.5 and 
$42.7, or 8 and 7 percent of revenue, in the respective fiscal years of 1997 and 1996. These amounts are exclusive of related R&D 
amortization and net of Canadian federal government R&D incentives earned. R&D increased, in part, due to the inclusion of 
Plessey’s results of operations from February 12, 1998 where R&D as a 
R&D EXPENSES ($ millions Cdn) percentage of sales was higher than the Company’s average and to other 


increases in Mitel Semiconductor. 


Mitel’s R&D program consists of upgrade initiatives for existing prod- 
ucts as well as research and development work in emerging technologies 
including, among others, the following: CTI; multimedia components 


and applications; networked voice and data; client server telecom; remote 


access; new ISDN applications; and microelectronic components for real- 


time applications in the communications, media, and medical industries. 


The Company earns ITCs in its Canadian operations. ITCs are credits related to specific qualifying expenditures that are prescribed 
by Canadian tax legislation. In Mitel’s case, these ITCs relate primarily to research and development expenses. The ITCs are recorded 
only when the enterprise has made the qualifying expenditures, provided there is reasonable assurance that the benefits will be real- 
ized. When the ITCs are not accrued in the year in which the qualifying expenditures are made because there is no reasonable 
assurance that the credits will be realized, such credits are accrued in a subsequent year when reasonable assurance of realization is 


first obtained. 


The Company separately recorded Canadian ITCs related to prior years R&D amounting to $40.3 in Fiscal 1998, $11.7 in Fiscal 
1997, and $7.7 in Fiscal 1996. The ITC accrual was comprised of two components in Fiscal 1998. The first component amounted 
to $22.3 which related to ITCs that were realized for tax purposes in the same year. The benefit of recording these TCs was mostly 
offset by a corresponding increase in tax expense to result in an insignificant impact to net earnings. In the respective comparative 
periods of Fiscal 1997 and Fiscal 1996, the total ITCs recorded by the Company related to this tax realization principle. The second 
component of the Fiscal 1998 accrual amounted to $18.0, or $0.17 per share, and related to management's assessment that reason- 
able assurance exists for accruing the benefit of ITCs expected to be realized for tax purposes in the foreseeable future. The reasonable 
assurance is derived from management’s assessment that there is sufficient evidence of profitability in the near future from opera- 


tions in which these carryforwards arose. 
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During the fourth quarter of Fiscal 1997, the Company announced plans to restructure its BCS operations in light of the compet- 
itive conditions in the market place and the need to curtail certain non-profitable activities. A total charge of $13.0 was recorded 
and included a $5.0 write-off of the Company’s investment in Tianchi-Mitel Telecommunications Corporation (“TMTC’), the 
Company's joint venture in China. The remaining $8.0 was provided for severance costs related to BCS operations in North America 
and the United Kingdom. Focus was also placed on streamlining the distribution channels and reducing corporate expenses. The 
restructuring also resulted in the decision to curtail further development of the Company’s RADICALL product due to insufficient 


sales made to the Regional Bell Operating Companies and public network operators in the United States. 


During the year ended March 27, 1998, restructuring charges amounting to $6.9 were charged to the provision; actions and charges 


related to the remaining provision of $1.1 will be substantially completed during Fiscal 1999. 


Amortization 

Amortization increased in Fiscal 1998 to $50.8 from $33.5 in Fiscal 1997 and $19.2 in Fiscal 1996. The increase is due primarily to 
the semiconductor capacity expansion capital program in Bromont, replacements and upgrades to the Company’s other manufac- 
turing plants, and the inclusion of Plessey’s results of operations from February 12, 1998 to March 27, 1998. The increase in Fiscal 
1997 over Fiscal 1996 resulted from the Bromont capital program and the inclusion of Mitel Semiconductor AB’s results of operations. 


INVESTMENT AND INTEREST INCOME 


Investment and interest income was $5.7 for the year ended March 27, 1998 as compared to $9.6 in Fiscal 1997 and $10.0 in Fiscal 
1996. The decrease from the prior year was due to a gain realized in Fiscal 1997 from the sale of a non-strategic investment in Esprit 
Telecom (Jersey) Ltd. Esprit was sold for cash proceeds of $3.7, representing a total gain of $3.6, or $2.4 after-tax. Interest income was 
otherwise flat between Fiscal 1998 and Fiscal 1997 due to stable cash balances, but less than in Fiscal 1996 due to lower interest rates. 


INITCDCCT CYDCHNICE 
iNT ERES 1 CAPENOE 


Interest expense was $7.7 for Fiscal 1998 compared to $2.4 and $1.7 for Fiscal 1997 and Fiscal 1996, respectively. The increase in 
interest expense over prior years resulted from an increase in the Company’s capital leases and from interest on the term loan indebt- 
edness incurred by the Company on February 12, 1998 in connection with the Plessey acquisition. Interest expense also includes 
the proportionate amortization of capitalized debt issue costs associated with the term loans. The unamortized balance of $10.6 in 


debt issue costs is included in other intangible capital assets on the balance sheet. 
INCOME TAXES 


Income tax expense for Fiscal 1998 was $30.5 compared to $20.6 and $15.0 for Fiscal 1997 and Fiscal 1996, respectively. Before 
accounting for the ITCs, income tax expense for Fiscal 1998 was $8.2 compared to $8.9 and $7.3 in Fiscal 1997 and Fiscal 1996, 
respectively. The effective income tax rate, before accounting for the ITCs and as a percentage of pre-tax income, was 8 percent, 16 
percent and 13 percent in Fiscal 1998, Fiscal 1997 and Fiscal 1996, respectively. The lower effective tax rate through Fiscal 1998 
was due to a lower U.K. group tax position, partially offset by higher provincial income taxes in Canada. The Fiscal 1997 effective 


tax rate was higher than in Fiscal 1996 due to the sale of an investment in Esprit. 


Management periodically reviews the virtual certainty or reasonable assurance, as applicable, of realizing the loss and ITC carry- 
forward and timing difference benefits in the determination of their accounting recognition. Such review may result in the recording 
of the accounting benefit for these timing differences and investment tax credit carryforwards, as the circumstances warrant, and the 


recognition of loss carryforwards, as realized. Management believes there is sufficient evidence of expected profitability from the 
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Company’s Canadian operations in the foreseeable future to provide reasonable assurance for accruing a future benefit of $18.0 
related to ITCs. The accounting for the ITCs is more fully described in the investment tax credit section of this management's 


discussion and analysis. 


The Year 2000 problem is the result of computer programs being written using two digits rather than four to define the applicable 
year. Any of the Company's computer systems and products that have date-sensitive software may recognize a date using “00” as 
the year 1900 rather than the year 2000. This could result in a system failure or miscalculations causing disruptions of operations, 
including, among other things, a temporary inability to process transactions, send invoices, or engage in similar normal business 


activities. 


Management has formed a Year 2000 Compliance Project and Program Office to establish and ensure Mitel’s compliance with what 
is commonly known as the “Year 2000 problem”. In addition, consultants were engaged to assist with a comprehensive review of 
the Company’s state of readiness and to assist with any necessary remedial plans for the Year 2000 date change. This review encom- 
passed supporting information technology systems, product lines, and business supply chain systems and infrastructure. Management 
presently believes that with modifications to the Company’s existing software and conversions to new software, the Year 2000 problem 
can be mitigated. However, if such modifications and conversions are not made, or are not completed on a timely basis, the Year 
2000 problem could have a material adverse effect on the Company’s business, financial condition and results of operations. 
Management further believes that the cost of either repairing or replacing certain business systems to ensure business continuance 
beyond Year 2000 should not have a significant impact on the results of operations. Other than seeking representations and assur- 
ances, the Company has not made an assessment as to whether any of its customers, suppliers or service providers will be affected 
by the date change. The Company’s business, financial condition and results of operations may be adversely impacted should the 


Company's customers’, suppliers’ or service providers’ efforts to address the Year 2000 issue prove to be inadequate. 


The Asia Pacific region encountered unstable local economies and significant devaluation in its currencies during Fiscal 1998. This 
region represented 11 percent of the Company’s revenue for the year ended March 27, 1998 and 10 percent of revenue in Fiscal 
1997. The majority of the Asia Pacific sales relate to semiconductor operations which have continued to grow in Fiscal 1998. Asia 
Pacific receivables, net of reserves, were approximately 1 percent of the Company’s total assets at March 27, 1998. To the extent the 
Asia Pacific region grows in importance to the Company, or that the factors affecting the region begin to adversely affect customers 


in other geographic locations, the Company’s business, operating results and financial condition could be adversely affected. 


Management periodically evaluates the financial and operational independence of its foreign operations and the resulting accounting 
classification of the foreign subsidiaries as self-sustaining enterprises. Should a foreign subsidiary cease to be classified as self-sustaining, 
then translation gains or losses on consolidating the foreign subsidiary’s financial statements would be charged to operating income 


instead of a separate component of shareholders’ equity. 


The Company manages foreign currency risk by protecting the estimated future currency cash flows of each operating division, and 
certain significant transactions, from adverse foreign exchange fluctuations. The Company does not engage in a trading or specula- 


tive hedging program. Interest rate risk is managed by entering into interest rate swap contracts. 


The Company believes that inflation has not had a material impact on revenues and costs during the last three fiscal years. 
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BACKLOG 


As orders are frequently booked and shipped within the same fiscal month, 


BACKLOG ($ millions Cdn) 


order backlog is not necessarily indicative of a sales outlook for the month, 
quarter, or year. This is most true for the Company's business communi- 
cations systems since manufacturing lead times for semiconductor products 
are generally longer because of the nature of the production process. At 
March 27, 1998, order backlog was $279.5 compared to $135.1 at March 
28, 1997. The increase in backlog was mostly attributable to the acquisi- 


tion of Plessey in the fourth quarter and to increased BCS bookings. Most 


of the backlog is scheduled for delivery in the next twelve months. 


The decrease in backlog at the end of Fiscal 1997 was mainly due to the sale of the thermal print head business in the third quarter 
of that year. 


LIQUIDITY AND CAPITAL RESOURCES 


The Company had cash and short-term investment balances of $151.7 at March 27, 1998 compared to $143.3 at March 28, 1997. 
The increase of $8.4 was mainly due to cash flow provided by operations partially offset by the acquisition of Gandalf and fixed 
asset additions during the year. The acquisition of Plessey was financed by means of senior secured credit facilities. With the consol- 
idation of Plessey, the Company's balance sheet reflected a significant increase in total assets from $584.8 at the end of Fiscal 1997 
to $1,237.7 at the end of Fiscal 1998. 


Cash flow provided by operations amounted to $75.4 during Fiscal 1998 compared to $66.1 in Fiscal 1997. Since March 28, 1997, 
the Company’s working capital, as reflected in the consolidated statements of cash flows, increased by $50.2 primarily due to increased 
accounts receivables on higher fourth quarter BCS sales and to higher inventory levels necessary to support the growth in the busi- 
ness. The Company maintains a minimum of critical inventory to ensure continuity of supply for its manufacturing requirements. 


Most of the security supply inventory is carried at the Company’s semiconductor plants. 


Fixed asset additions were $53.6 during Fiscal 1998. The additions were primarily related to semiconductor manufacturing capacity 
and technology enhancements as well as continuing improvements to the Company's information technology resources. The Bromont 
semiconductor capacity expansion program is comprised of two phases as described earlier in this management's discussion and 
analysis. Phase one, which was substantially completed in the second quarter of Fiscal 1998, cost approximately $8.6. The total cost 
of phase two is expected to be $44.2. At the end of Fiscal 1998, approximately $38.8 was spent on the phase two project. Management 
expects that Fiscal 1999 capital expenditures will increase due to normal capital replacement programs and to the effect of consol- 


idating recently acquired operations for a full fiscal year. 


Other capital assets increased in Fiscal 1998 primarily due to the acquisition of Gandalf on August 8, 1997. Purchased R&D and 
other intangible assets totaling $14.9 was recorded for the excess of the purchase price over the fair value of the assets acquired. The 
purchased intangible assets will be amortized over a period of ten years. In addition, other capital assets increased due to the deferral 
of debt issue costs of $10.9 which were incurred with the financing of the Plessey acquisition. These costs will be amortized over 


the life of the related debt which ranges from 5 to 6 years. 


During Fiscal 1998, certain land in Kanata previously held for resale with a carrying value of $1.5 was reclassified to fixed assets. 
Management intends to hold the land to meet future requirements. On June 27, 1997, the Company sold the Boca Raton facility 
which was previously held as an asset for resale. The proceeds from the sale, which amounted to $6.6, were used to retire the Florida 


industrial revenue and development bonds (IRBs) of $4.1, for which the facility was pledged as security. 
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Total long-term debt, net of repayments, increased by $362.1 from the end of Fiscal 1997 due to two senior secured term loan facil- 
ities used to finance the Plessey acquisition and which together amounted to U.S.$235.0. In addition, the Company continued to 
finance a portion of its fixed asset additions through capital leases. These increases were partially offset by the repayment of the 


Florida IRBs on July 3, 1997. 


The two term loans, respectively the AXELs*™* 


Series B loan and the Tranche A Term Loan, were entered into with a syndicate of 
banks led by Goldman, Sachs Credit Partners L.P. as the syndication agent and the Canadian Imperial Bank of Commerce acting 
as the administrative agent. The AXELs Series B loan will be repaid quarterly on a nominal basis with 95 percent of the original 
amount of U.S.$150.0 due on December 2003. The Tranche A Term Loan will be repaid quarterly on a graduated basis over five 
years and matures on February 2003. The term loans are at a variable interest rate based on the lower of a defined base rate or the 
London Inter Bank Offer Rate (LIBOR) plus a premium. The Company entered into an interest rate swap prior to year-end to fix 
the base interest rate on a portion of each of the term loans. The interest rate swap is considered to be an effective hedge of the vari- 
able interest rates on the term loans. The Company is subject to certain restrictive covenants and commitments and is required to 
maintain certain financial ratios for the purpose of ensuring the Company’s ability to meet its obligations under the credit agree- 
ment. The Company is subject to certain mandatory prepayments in the event of asset sales (other than inventory), equity offerings 
and debt issuances, certain insurance proceeds, and defined excess cash flow. Mandatory prepayments range from 75 percent to 100 
percent of the net cash proceeds and would be paid on a pro-rata basis toward the senior secured term loans. Management believes 


the Company is in compliance with the obligations and restrictive covenants under the credit agreement. 


The pension liability of $12.2 relates to the unfunded pension obligation in Mitel Semiconductor AB. Under applicable Swedish 
law, companies are not required to fund the pension obligation, but instead operate on a “pay as you go” basis. The pension oblig- 
ation is actuarially determined in accordance with applicable laws and regulations in Sweden and is fully insured by a Swedish 


regulatory agency. 


As at March 27, 1998, the Company’s capitalization was comprised of 49 percent debt, 4 percent preferred equity, and 47 percent 
common equity. This compares to 17 percent debt, 9 percent preferred equity, and 74 percent common equity at the end of Fiscal 1997. 


In addition to cash and short-term investment balances of $151.7 as at March 27, 1998, the Company has an unused revolving 
credit facility of approximately $97.3 (U.S.$68.8). In accordance with Company policy, short-term investment balances are primarily 


comprised of high-grade money market instruments with original maturity dates of less than one year. 


Management believes the Company is in a position to meet all foreseeable business cash requirements and debt service from its cash 


balances on hand, existing financing facilities and cash flow from operations. 


‘M* AXEL is a registered servicemark of Goldman, Sachs & Co. 
M Mitel (design) Mitel, SX-200, SX-2000 and GX5000 are registered. 


Mitel Corporation 98 Annual Report 


Pg. 37 


Management responsibility 


Management of Mitel Corporation is responsible for the integrity of the accompanying consolidated financial statements and all 
other information in this Annual Report. The consolidated financial statements have been prepared by management in accordance 
with appropriately selected accounting principles generally accepted in Canada. Their preparation necessarily involves the use 
of management's best estimates and careful judgment, particularly in those circumstances where transactions affecting a current 
period are dependent upon future events. All financial information in the Annual Report is consistent with the consolidated 


financial statements. 


To discharge its responsibilities for financial reporting and safeguarding of assets, management believes that it has established appro- 
priate systems of internal accounting control which provide reasonable assurance that the financial records are reliable and form a 
proper basis for the timely and reliable preparation of financial statements. Consistent with the concept of reasonable assurance, the 
Company recognizes that the relative cost of maintaining these controls should not exceed their expected benefits. Management 
further assures the quality of the financial records through a program of internal audits, careful selection and training of personnel, 


and the adoption and communication of financial and other relevant policies, including a code of business conduct. 


The Board of Directors discharges its responsibilities for the consolidated financial statements primarily through the activities of its 
Audit Committee which is composed solely of directors who are neither officers nor employees of the Company. This committee 
meets quarterly with management, the Company’s internal auditors, and the Company's independent auditors to review perfor- 
mance and to discuss audit, internal control, accounting policy and financial reporting matters. The consolidated financial statements 


were reviewed by the Audit Committee and approved by the Board of Directors. 


The consolidated financial statements have been audited by Ernst & Young, who were appointed by the shareholders at the Annual 
General Meeting. Their report is presented on the following page. 


Dr. John B. Millard Jean-Jacques Carrier 


PRESIDENT & CHIEF EXECUTIVE OFFICER VICE PRESIDENT OF FINANCE & CHIEF FINANCIAL OFFICER 
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To the Shareholders of Mitel Corporation: 


We have audited the consolidated balance sheets of Mitel Corporation as at March 27, 1998 and March 28, 1997 and the consol- 
idated statements of income and retained earnings and cash flows for each of the years in the three year period ended March 27, 
1998. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion 


on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 


presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company 
as at March 27, 1998 and March 28, 1997 and the results of its operations and the changes in its financial position for each of the 


years in the three year period ended March 27, 1998 in accordance with accounting principles generally accepted in Canada. 
Emet | 


OTTAWA, CANADA Ernst & Young 


MAY 7, 1998 CHARTERED ACCOUNTANTS 
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Mitel Corpor ation (incorporated under the laws of Canada) 
Consolidated balance sheets 


(in millions of Canadian dollars) March 27, 1998 | March 28, 1997 


ASSETS / 

Current assets: | 
Cash and short-term investments (Note 3) $ 1517 | $ 143.3 
Accounts receivable (Notes 4 & 20) 288.0 — 156.7 
Inventories (Note 5) 162.2 | 83.1 
Prepaid expenses 19.8 | 703 

Investment tax credits recoverable (Note 14) 75a = 

629.2 | 387.3 

Capital assets: | 
Fixed assets (Notes 6 & 9) 549-3 183.7 
Other assets (Notes 7 & 9) 59.2 13.8 
$ 1,237.7 $ 584.8 


aa ae 


LIABILITIES AND SHAREHOLDERS’ EQUITY | 


Current liabilities: 


Accounts payable and accrued liabilities (Note 8) $ 290.7 | $ 124.3 
Income and other taxes payable 19.6 | 15.7 
Deferred revenue B27 a 26.2 
Current portion of long-term debt (Nore 9) 40.3 14.8 
383.3 | 181.0 

Long-term debt (Note 9) 379.6 43.0 
Pension liability (Note 23) 12.2 | 11.3 
Deferred income taxes 27.1 | 10.0 
802.2 245.3 


Commitments and contingencies (Notes 10 & 11) 


Shareholders’ equity: : 
Capital stock (Note 12) | 
Preferred shares Ree Soka ( 37.2\ B72, 
Common shares (1998-{08,394,631; 1997-107,414,631) f 573 | 153.3 
Contributed surplus (Note 12) ire j 3233 | 32.3 
Retained earnings 5 G 


Translation account (Note 13) 


(See accompanying notes to the consolidated financial statements) 


On behalf of the Board: 
Dr. Henry Simon, pirecror Dr. John B. Millard, prrecror 
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Mitel Corporation 


Consolidated statements of income and retained earnings 


Years ended 
(in millions of Canadian dollars, except per share amounts) March 27, 1998 | March 28, 1997 | March 29, 1996 
Revenue: | 
Products $ 806.5 — $ 625.0 $ 504.8 
Service 82.0 . 7O.5 | 71.6 
888.5 695.5 576.4 
PEMD ete lance Pe Fem) DL a 8 
Cost of sales (excluding amortization): 
Products 385.9 | 297.4 246.7 
Service 51.4 | 47.0 | 45.6 
4373 | 344.4 | 292.3 
Gross margin 451.2 | 351.1 | 284.1 
a aan ath aah i Bi 
Expenses: | 
Selling and administrative 231.8 | 208.4 | 172.2 
Research and development (Nove 14) 84.5 | 56.5 | 42.7 
Investment tax credits related to prior years’ 
research and development (Note 14) (40.3) / (1.7) | (az) 
Restructuring and other charges (Note 15) mes 13.0 = 
Amortization 50.8 | 33.5 19.2 
2 Meese 
326.8 — 299.7 226.4 
Operating income 124.4 | 51.4 | Sia 
| 
Investment and interest income (Note 16) 5:7 | 9.6 | 10.0 
Interest expense (Nore 9) (7.7) | (2.4) | (1.7) 
Income before income taxes 122.4 58.6 66.0 
| 
Income tax expense (Note 17) 30.5 | 20.6 | 15.0 
Net income 91.9 | 38.0 | 51.0 
Retained earnings, beginning of year 114.2 | 79.4 | Ey, 
= Star Basse 7 a ee = =e. am i es — 
206.1 | 117.4 82.7 
Dividends on preferred shares 3.2 | 32 {| 303 
pea ARM ROS Ei Wie Ne RE ree Ee 


Retained earnings, end of year $ 202.9 | $ 114.2 | $ 79.4 


Net income attributable to common shareholders . 
after preferred share dividends $ 88.7 — §° 34.509) Co ae 
ERS EN SF LE IEE SAT RT IT TOE A PEST 


Net income per common share (Note 18): 


Basic $50.82 $LBOB2 | $ 0.45 
ee 

é | 
Fully diluted $ 0.80. $ 0.32 | $  oO.44 
aren VE SE SCRE ET REI RAE RE EO 


(See accompanying notes to the consolidated financial statements) 
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Mite! Corporation 
Consolidated statements of cash flaws 


Years ended 


(in millions of Canadian dollars) March 27, 1998 March 28, 1997 March 29, 1996 


CASH PROVIDED BY (USED IN) 


Operating activities: | . 
Net income $ 91.9 — $ 38.0 $7 51-0 


Restructuring and other charges art 53 = 
Amortization 50.8 — 3355 19.2 
Investment tax credits (18.0) | Seat = 
Loss (gain) on sale of capital assets (0.7) (4.5) 0.2 
Deferred income taxes 0.6 ) (0.2) | O.1 
Change in pension liability 1.0 | 0.6 | = 
Increase in working capital (Note 25) (50.2) | (6.6) | (0.1) 
Total 75a 66.1 70.4 


Investing activities: 


Additions to capital assets (59.2) | (73.9) (34.5) 
Proceeds from disposal of capital assets 72 | 5.0 0.2 
Acquisitions (Nore 19) (343-8) | (5.1) (43.5) 
Net change in non-cash balances related to investing activities (0.2) | 5-4 1.0 

Total (396.0) (68.6). (76.8) 


Financing activities: 


Increase in long-term debt 364.3 | 40.7 | 18.2 
Repayment of long-term debt (26.7) | (34.1) | (10.4) 
Debt issue costs (10.9) | - - 
Repurchase and redemption of preferred shares (Note 12) ae ar (1.5) 
Dividends on preferred shares (3.2) | Bai (3.3) 
Issue of common shares (Note 12) 4.0 — Bye 0.9 
Net change in non-cash balances related to financing activities aia 0.8 | < 
Total 327-5 6.9 3.9 
Effect of currency translation on cash ieee age (1.8) 
Increase (decrease) in cash and short-term investments 8.4 | 6.0 — (4.3) 
Cash and short-term investments, beginning of year 143-3 ie whois 141.6 
Cash and short-term investments, end of year $ 151.7 | $ 143.3 | $ 137.3 


(See accompanying notes to the consolidated financial statements) 
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Netes to the consolidated financial statements (in millions of Canadian dollars, except per share amounts) 


f 


ATIONS 


Mitel is an international communications products supplier. The 
Company’s principal line of business is the manufacture and 
distribution of communications microelectronic components, 
sub-systems, and systems, and to a lesser degree, based on revenue, 
the Company provides support services in respect of products 
sold. The principal markets for the Company’s products are the 
United States, Europe, Canada and the Asia Pacific region. 


These consolidated financial statements have been prepared by 
management in accordance with accounting principles generally 
accepted in Canada. A reconciliation of amounts presented in 
accordance with United States accounting principles is detailed 
in Note 22. 


The preparation of financial statements in conformity with 
Canadian and United States accounting principles requires 
management to make estimates and assumptions that affect the 
reported assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the 
reported amounts of revenue and expenses during the reporting 


periods. Actual results could differ from those estimates. 


The Company’s fiscal year end is the last Friday in March. 


The consolidated financial statements include the accounts of 
the Company and of its wholly-owned subsidiary companies. 
Investments in associated companies, except for joint ventures, 
in which the Company has significant influence are accounted 
for by the equity method. Investments in joint ventures are 


accounted for by the proportionate consolidation method. 


Cash and short-term investments are valued at the lower of cost 
or market value. The Company invests its excess cash in highly 
liquid low risk debt instruments with terms of usually not greater 


than one year. 
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(£7) Int CnLOTLES 

Inventories are valued at the lower of average cost and net real- 
izable value for work-in-process and finished goods, and current 
replacement cost for raw materials. The cost of inventories includes 


material, labour and manufacturing overhead. 


(TF 


(E) Capital Assets 

Capital assets are initially recorded at cost, net of related research 
and development and other government assistance. Goodwill is 
initially recorded at the excess of the Company's cost over the 
amount of the fair value of the net assets acquired in a business 
combination. The Company evaluates the realizability of these 
assets based upon the expected future undiscounted cash flows 


of the related assets. 


Amortization is provided on the bases and at the rates set out 


below: 
Assets Basis Rate 
Buildings Straight-line 4% 
Equipment Declining balance —- 20-30% 
Straight-line 10-33.3% 
Patents and trademarks Straight-line 10-33.3% 
Goodwill Straight-line 6.7-20% 
Purchased research and 
development (“R&D”) Straight-line 10-20% 
Deferred debt issue costs Straight-line 18% 


(F) Fo reign Current 4 Translation 

The Company uses the current rate method of foreign currency 
translation to translate the accounts of its foreign subsidiaries. 
The resulting unrealized gains or losses are deferred and included 
in shareholders’ equity until there is a reduction in the net invest- 


ment in a foreign operation. 


Exchange gains or losses related to translation of, or settlement 
of, foreign currency denominated long-term monetary items are 
deferred and amortized on a straight-line basis over the remaining 


life of the items. 
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(G) Derivative Financial Instruments 

The Company enters into foreign exchange contracts intended 
to hedge its estimated net foreign currency cash requirements, 
and certain significant transactions, generally over the ensuing 
twelve to eighteen months. The Company does not engage in a 
trading or speculative hedging program. All foreign exchange 
contracts are marked to market and the resulting gains and losses 
are deferred and included in the measurement of the related 


transactions when they occur. 


The Company uses interest rate swap contracts to manage interest 
rate risk. Payments and receipts under interest rate swap contracts 
are recognized as adjustments to interest expense on a basis that 
matches them with the related fluctuations in the interest receipts 


and payments under floating rate financial assets and liabilities. 


(H) Revenue Recognition 

Revenue from the sale of products is recognized at the time goods 
are shipped to customers. Revenue from the sale of communi- 
cations systems including integration and installation services, 
is recognized on a percentage of completion basis. Revenue from 
service is recognized at the time services are rendered. Billings in 
advance of services are included in deferred revenue. Estimated 


warranty costs associated with these revenues are provided for at 


the time of the sale. 


(1) Income Taxes 

Income taxes are accounted for using the deferred tax allocation 
method under which the income tax provision is based on the 
income reported in the accounts. Investment tax credits (“ITC”) 
are taken into income on the same basis as the related expendi- 
tures are charged to income provided the Company expects the 
credits to be realized. Management periodically reviews the virtual 
certainty or reasonable assurance, as applicable, of realizing the 
loss and ITC carryforward and timing difference benefits in the 
determination of their accounting recognition. Such review may 
result in the recording of the accounting benefit for these timing 
differences and ITC carryforwards, as the circumstances warrant, 


and the recognition of loss carryforwards, as realized. 


(}) Development Costs 

The Company interprets the criteria for deferral of development 
costs on a very stringent basis under which few, if any, costs 
qualify for deferment. In the three years ended March 27, 1998, 
all development costs, except development costs purchased in a 
business combination, were expensed as incurred. Development 
costs purchased in a business combination are capitalized and 
amortized over the remaining useful life of the technology to 
which they relate. Management periodically evaluates the real- 
izability of the purchased development costs based upon the 


expected future undiscounted cash flows of the related assets. 


SHORT-TERM INVES 


Cash and short-term investments are carried at cost, which 
approximates fair value. As at March 27, 1998, the Company 
had $99.3 (1997—$116.9) invested in short-term investments 
with maturity dates between March 30, 1998 and April 30, 1998 


at rates of return extending from 3.78 percent to 6.875 percent. 
4. ACCOUNTS RECEIVABLE 


Included in accounts receivable was an allowance for doubtful 
accounts of $10.2 (1997—$9.8). Also included in accounts receiv- 
able was an amount of $32.5 (1997—$16.6) for unbilled accounts 
on long-term contracts. The Company is exposed to normal 
credit risk from customers. However, the Company’s orientation 
is global with a large number of diverse customers to minimize 


concentrations of credit risk. (See also Note 20.) 


1998 | 1997 

Raw materials $ 53-4 $29.4 
Work-in-process 60.3. 26.9 
Finished goods 48.5 26.8 
$162.2 | $ 83.1 


ERM OR PLT 
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Cost: 
Land 
Buildings 
Equipment 
Equipment under capital leases 


Less accumulated amortization: 
Buildings 
Equipment 
Equipment under capital leases 


Cost: 

Patents, trademarks, and other 

Other intangible assets 

Investment tax credits recoverable 

Assets held for resale 

Promissory note, at a rate of 10%, 
due in March 2011 and against 
which a first deed on a property 
was pledged as security. 


Less accumulated amortization: 
Patents, trademarks, and other 
Other intangible assets 
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1998 | 1997 


apnoea 


173-5 127.6 
514.4 | 207.8 
301 79-9 
831.2 | 421.3 
71.0 65.7 
175-7 148.6 
35.2 | 23.3 
281.9 | 237.6 


$549.3 | $183.7 


PIRI A COOTER? 


1998 | 1997 


$ 21.3 | $10.6 


27.6 4.7 
10.5 | = 
"7 5-9 
10.3 | = 
69.7 |. 21.2 
7.2 | 6.0 
5 33. Bigot 
105 | 7-4 
$59.2 | $13.8 


SEPA A SOAS RUGS LEIA 
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a) On June 27, 1997, the Company sold the Boca Raton facility 
which was held as an asset for resale at March 28, 1997. The 


Company realized a gain and other income.of $1.8. 


b) On August 8, 1997, the Company purchased completed and 
in-process research and development (R&D) trademarks and a 
trade name, amounting to $14.9 in connection with the purchase 
of the assets and technology of Gandalf Technologies Inc. (see also 
Note 19). The purchased intangible assets will be amortized over 


a period of ten years. 


c) On February 12, 1998, the Company entered into a credit 
agreement with a syndicate of lenders for total debt facilities of 
U.S. $310.0 (see also Note 9). The facilities were used to acquire 
the Plessey Semiconductors Group (“Plessey”) (see also Note 19) 
as well as to provide a line of credit for general corporate purposes. 
The Company incurred $10.9 in respect of associated debt issue 
costs. These costs were deferred and will be amortized over the 


life of the debt. 


d) The fair value of the promissory note approximates its carrying 


value. 


8. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 


1998 | 1997 
ee aa meas 
Trade payables $ 82.2 |$ 39.6 
Restructuring and other provisions 59-3 | 12.6 
Employee-related payables 36.4 | 22.8 


Other accrued liabilities 


| 
$ 290.7 | $124.3 
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9. LONG-TERM DEBT 


AXELs Series B, at a variable interest rate based on the lower of a defined base rate or a 


successive three month LIBOR rate plus 2.25%; at March 27, 1998 the effective interest 
rate was 8.25%; with quarterly installments beginning June 1998 and due December 2003. 


(1998-U.S. $150.0; 1997-U.S. $nil) 


Tranche A Term Loan, at a variable interest rate based on the lower of a defined base rate or 
a successive three month LIBOR rate plus 2.0%; at March 27, 1998 the effective interest 


rate was 8.00%; with quarterly installments beginning June 1998 and due February 2003. 


(1998-U.S. $85.0; 1997-U.S. $nil) 


Capital leases and other, at rates varying from 3.4% to 12.2% with payment terms 


ranging from 3 to 5 years 


Non-interest bearing 1996 Canada-Quebec government loan, repayable in three equal 


annual installments commencing July, 2001 


Florida industrial revenue and development bonds, at a rate of 8.375%, repaid during 


Fiscal 1998 (1997-U.S. $3.0) 


Less current portion 


During Fiscal 1998, the Company entered into a credit agree- 
ment in the amount of U.S. $310.0 with Goldman Sachs Credit 
Partners L.P. (“GSCP”), as advisor, arranger, lender, and syndi- 
cation agent; certain financial institutions as lenders; and the 
Canadian Imperial Bank of Commerce (“CIBC”), as lender and 
administrative agent for the lenders. The credit agreement provided 
senior secured credit facilities consisting of: (i) a 5 year Tranche 
A Term Loan amounting to U.S.$85.0; (ii) a 6 year Amortization 
Extended Term Loan (AXELs) Series B loan amounting to 
U.S.$150.0; and (iii) a 5 year revolving credit facility amounting 
to U.S.$75.0 that was unused at March 27, 1998, except for 
drawn letters of credit amounting to U.S.$6.2, and was other- 
wise available for general corporate purposes. The proceeds from 
the term loans were used to fund the acquisition of 100 percent 
of the capital stock of four affiliated entities which, together with 


their respective subsidiaries, comprise Plessey (see also Note 19). 


The Company entered into an interest rate swap on March 12, 
1998 to fix the interest on a portion of the AXELs Series B loan 
and the Tranche A Term Loan for a notional amount of $224.5 
(U.S.$157.0). The base interest rate was fixed at 5.79% and the 


1998 | 1997 
a eM sal eee CCS, a> ese, estate 5 Loo RNs" Nee ee 

$ 2119 | $ - 
119.7 | = 

84.5 “51.6 

3.8 | QI 

= 4.1 

419-9 57.8 

40.3 14.8 


$379.6 | $ 43.0 


ACTUARIES TONNE 


contract matures on March 2001. This interest rate swap is consid- 
ered to be an effective hedge of the variable interest rate on the 
term loans. The Company is exposed to credit risk in the event 
of non-performance, but does not anticipate non-performance 


by the counter party. 


To secure the credit agreement obligations, the Company granted 
to the lenders a first priority lien on substantially all of its personal 
property and certain of its real property, including a pledge of 
all of the capital stock of each of its principal subsidiaries. Certain 
restrictive covenants and financial ratios required to be main- 
tained are set out for the purpose of measuring the Company’s 
ability to meet its obligations under the credit agreement. The 
Company is subject to certain mandatory prepayments in the 
event of asset sales (other than inventory), equity offerings and 
debt issuances, certain insurance proceeds, and defined excess 
cash flow. Mandatory prepayments range from 75 percent to 
100 percent of the net cash proceeds and would be paid on a 
pro-rata basis toward the senior secured term loans. The Company 
believes it is in compliance with the obligations and restrictive 


covenants under the credit agreement. 
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Future minimum lease payments of the obligations under capital leases total $95.7 of which $27.5, $23.5, $19.5, $16.3, and $8.9 
relate to fiscal years 1999 to 2003 and beyond respectively. Interest costs of $11.7 are included in the total future lease payments. 


Scheduled principal repayments, excluding obligations under capital leases, during the next five fiscal years are: 1999-$16.4; 2000 
—$24.8;2001—$26.2; 2002—$30.8; 2003—$84.0. Interest expense related to long-term debt was $7.6 in Fiscal 1998 (1997-$2.3; 


1996-$1.7). 


The following table presents financial instrument fair value disclosure where the carrying value of such is different. Fair value was 


determined by discounting cash flows of the obligations at 7.0 percent (1997—7.0 percent), the rate determined as generally avail- 


able to the Company on credit facilities at the fiscal year-end. 


Capital leases and other 
Florida industrial revenue and development bonds 
Non-interest bearing 1996 Canada-Quebec government loan 


The future minimum lease payments for operating leases for 
which the Company was committed were as follows: 1999-— 
$19.0; 2000-$14.6; 2001-$11.0; 2002—$5.5; 2003—-$5.1; 
2004 and beyond—$27.9. 


The Company had letters of credit outstanding as at March 27, 
1998 of approximately $25.2 to secure accounts payable primarily 


relating to the purchase of inventory. 


Capital expenditure commitments under purchase orders out- 
standing at the end of Fiscal 1998 amounted to approximately 
$5.9. 


The Company is a defendant in a number of lawsuits and party 
to a number of other claims or potential claims that have arisen 
in the normal course of its business. In the opinion of the 
Company’ legal counsel, any monetary liability or financial impact 
of such lawsuits and claims or potential claims to which the 
Company might be subject after final adjudication would not 
be material to the consolidated financial position of the Company 


or the consolidated results of its operations. (See also Note 14.) 
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1998 | 1997 
Carrying Fair Carrying Fair 
amount value amount value 
$ 84.5 $ 83.8 $ 51.6 $ 52.0 
$ - $ - $ 4.1 $ 4.3 
$ 3.8 $ 3.0 $21 Cero) 


12. CAPITAL STOCK 


The Company’s authorized capital stock consists of an unlim- 


ited number of preferred and common shares. 


Shares outstanding 1998 | 1997 

Preferred shares — R&D series 1,616,500 | 1,616,500 
| 

Common shares 108,394,631 | 107,414,631 


(A) Preferred shares — RerD Series 

The preferred shares were issued in Fiscal 1984 for gross cash 
proceeds of $95.2 of which $51.5 ($23.00 per share) was allo- 
cated to capital stock with the balance being the consideration 


received for the sale of tax rights. 


Dividends — Fixed cumulative cash dividends are payable quar- 


terly at a rate of $2.00 per share per annum. 


Redemption —The shares are currently redeemable, at the option 


of the Company, at $25.00 per share plus accrued dividends. 


Purchase Obligation — Commencing January 1, 1989, the 
Company was required to make reasonable efforts to purchase 
22,400 shares in each calendar quarter at a price not exceeding 
$25.00 per share plus costs of purchase, and this obligation has 
been met. The difference between the stated capital of the repur- 
chased shares over the consideration paid for such shares is 


recorded against contributed surplus. 
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(B) Common Shares 

An analysis of the changes in the number of common shares and 
the amount of share capital for the three years ended March 27, 
1998 is as follows: 


; Number | Amount 
Balance, March 31, 1995 105,776,618 | $149.7 
Employee stock option plans 307,876 | 0.9 
Balance, March 29, 1996 106,084,494 | 150.6 
Warrants 1,000,000 | 1.7 
Employee stock option plans 330,137 | 1.0 
Balance, March 28, 1997 107,414,631 . 153.3 
Employee stock option plans 980,000 | 4.0 
Balance, March 27, 1998 108,394,631 | 


$ 157.3 


ALATA 


The warrants exercised in Fiscal 1997 represent all of the warrants 
then outstanding to reduce outstanding warrants to nil as at 


March 27, 1998 (1997-nil; 1996—1,000,000). 


(C) Dividend Restrictions on Common Shares 
The Company may not declare cash dividends on its common 
shares unless dividends on the preferred shares have been declared 


and paid, or set aside for payment. 


Pursuant to the terms of the credit agreement described in Note 
9, the Company is required to maintain a minimum net worth, 
thereby limiting the amount of dividends that could be paid out. 
The preferred shares dividend does not violate this covenant. No 


common share dividend is currently being paid out. 


At the Company's 1991 Annual General Meeting, the share- 
holders approved resolutions authorizing stock options for key 
employees and non-employee directors. Certain amendments to 
the plan were approved by the shareholders at the 1993 and 1995 
Annual General Meetings allowing for 1,000,000 and 2,000,000 
additional shares, respectively, to be made available for grant. 
The Company has contingently granted 3,123,250 additional 
shares subject to approval by the shareholders at the 1998 Annual 
General Meeting. Available for grant at March 27, 1998 were 
243,525 (1997—1,113,525; 1996—1,779,775) shares. All options 
granted have up to maximum ten year terms and become fully 


exercisable at the end of four years of continuous employment. 


A summary of the Company’s stock option activity and related information for the two years ended March 27, 1998 is as follows: 


1998 | 1997 1996 
Weighted | Weighted | Weighted 
average | average average 
Options exercise price | Options exercise price Options exercise price 
Outstanding options: 
Balance, beginning of year 3,238,638 $ §.71 2,902,525 $ 4.54 2,721,551 $ 3.74 
Granted 452375750 $ 15.19 713,500 $ 9.23 610,500 $ 7-52 
Exercised (980,000) $ 4.12 (330,137) $ 2.95 (307,876) $ 2.97 
Cancelled (244,500) $ 7.87 | (47,250) $6.06 | (121,650) $ 5-62 
Balance, end of year 6,251,888 $ 12.30 | 3,238,638 $ 5.71 2,902,525 $ 4.54 
Exercisable, end of year 1,303,407 $ 5.18 | 1,580,776 $ 3.75 1,229,775 $ 2.95 
RENO TEESE PEIN ETHIE TIS CS REE OTS SEE ER SS RY IST I ETT INE ILI DNA STOLE SII 
Weighted average fair value price 
of options granted during the year 
using the Black-Scholes fair value / 
option pricing model (See also Note 22.) $ 8.07 | $ 4.54 $ 3.90 
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A summary of options outstanding at March 27, 1998 is as follows: 


Total outstanding | Total exercisable 
ict sie 2 eS PE es = Pek sie Rar Re AO BAS NRE RIOD” He —— - —s ‘ 
Weighted average Weighted average | Weighted average 
Options Exercise price exercise price remaining contractual life / Options exercise price 
425,925 $1.10-$2.82 $ 2.01 5 years | 425,925 $ 2.01 
457,700 $3.90-$5.75 $ 5.12 6 years ) 3459775 $ 5.11 
1,140,513 $6.25-$9.32 $ 8.25 7 years 531,707 STF: 
4,227,750 $7 .12-$17.78 $ 15.21 7 years ) = as 
6,251,888 1,303,407 


IEP ANT AC EL DET EY EL IO EEE ES SLE SEE IRIE 


1998 1997 1996 
Sah. ae YS Ics rk Oe ea Eee SSE eee a HS had eter 
Balance, beginning of year $25 $ 3.3 $ 10.6 
Increase (decrease): . 
Movements in exchange rates — | 
U.K. pound sterling Ta | 5.4 (6.0) 
USS. dollar (2.1) | - (1.4) 
Swedish krona (1.0) | (4.4) - 
Other currencies (1.0) | = O.1 
Reduction of net investments in subsidiaries 0.2 | (1.8) | = 
Balance, end of year $5.8) $2.5 $33 
EUSA RRS Ve EE RR TR RPE LT PTT ENT TE IS 


14. GOVERNMENT ASSISTANCE AND 
INVESTMENT TAX CREDITS 


During the year, the Company recognized Canadian ITCs of 
$40.3 (1997-$11.7; 1996—$7.7) related to prior years’ R&D 
expenses for which no accounting benefit was previously recog- 


nized. (See also Note 17.) 
The Canadian ITCs were comprised of two components: 


1) The recognition of ITCs in Fiscal 1998 for which manage- 
ment believes there is sufficient evidence of expected profitability 
from operations in the foreseeable future to provide reasonable 


assurance for accruing a future benefit related to [TCs, amounting 


to $18.0; (1997—$nil; 1996—$nil). 


2) ITCs realized for tax purposes in the amount of $22.3 (1997 
—$11.7; 1996-$7.7). The benefit of recording these ITCs was 
mostly offset by a corresponding increase in tax expense to result 


in an insignificant impact to net earnings. 
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During the year, the Company also recognized total funding of 
$0.1 (1997—$0.2; 1996—$0.3) related to eligible R&D expen- 
ditures (1998—$0.1; 1997—$0.6; 1996—$1.0) and an additional 
government grant of $0.3 which was recorded as a reduction 
primarily of R&D expenses in the consolidated statements of 
income. Contributions of $5.0 made to the Company in prior 
years under the Microelectronics and System Development 
Program, a federal assistance program, are contingently repayable 
if the resulting technology is commercially successful. The contri- 
butions are repayable based on a percentage of related sales over 
a period not to exceed ten years and ending on June 30, 2004. 
Any amount unpaid at the end of the ten year period would be 
forgiven. The total amounts repaid and repayable to March 27, 
1998 were negligible. 
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15. RESTRUCTURING AND OTHER CHARGES 


During the fourth quarter of Fiscal 1997, the Company recorded 
a charge of $13.0 comprising $8.0 in respect of a restructuring 
program to reduce operating expenses in Business Communi- 
cations Systems and a write-off of $5.0 on the investment and 
related assets in the Company’s joint venture in China. As at 
March 27, 1998, the balance of the restructuring provision 
included in accounts payable and accrued liabilities amounted 
to $1.1 (1997-$7.7). The restructuring program related to this 
provision is expected to be completed during Fiscal 1999. 


16. INVESTMENT AND INTEREST INCOME 


Interest income earned on cash and short-term investments in 
Fiscal 1998 was $5.7 (1997-$6.0; 1996—$10.0). On September 
27, 1996, the Company sold its equity interest in Esprit Telecom 
(Jersey) Ltd. (Esprit), a non-strategic holding which was carried 
at a nominal cost. The gain on the sale of shares in Esprit was 


$3.6. 
17. INCOME TAXES 


Details of income tax expense (recovery) were as follows: 


1998 | 1997 1996 
Current 
Canadian $28.8 $14.9 | $ 9.3 
Foreign LI 7.0 5.6 
Deferred | 
Foreign 0.6 | (1.3) | oul 
$30.5 | $20.6 $ 15.0 


ETERS EELS EARNS NE BIE ETO ALOT TD 


Deferred taxes on income generally result from timing differ- 
ences primarily in the recognition of depreciation and amorti- 
zation and R&D expenditures for tax and financial reporting 


purposes. 


The income tax expense reported differs from the amount 
computed by applying the Canadian rates to the income before 
income taxes. The reasons for these differences and their tax 


effects were as follows: 


1998 | 1997 | 1996 

Expected tax rate 40% | 40% | 40% 
Expected tax expense $49.0 | $ 23.4-|. $26.4 
Foreign tax rate differences (1.1) (2.2) | (0.8) 
Tax effect of losses not | | 

recognized 0.7 | Sola! 2.5 
Tax effect of realizing benefit 

of prior years’ loss 

carryforwards and timing . 

differences (18.0) . (13.9) | (15.7) 
Corporate minimum taxes 0.7 | 3.2 | 2.4 
Other (0.8) | 1.4 | 0.2 
Income tax expense $365} v $ 20.65% | S50 


ss ae Re 


Unremitted earnings of subsidiaries subject to withholding taxes 
will be indefinitely reinvested with no provision necessary for 
potential withholding taxes on repatriation of subsidiary earn- 
ings. The income before income taxes attributable to all foreign 


operations was $7.4 (1997—$6.1; 1996—$15.7). 


As at March 27, 1998, the Company had tax loss carryforwards 
of approximately $100.0 for which no accounting benefit was 
recognized and which are available to reduce future years’ income 
for tax purposes. These tax loss carryforwards expire as follows: 
2002—$2.8; 2003—$16.5; 2004—$7.1; 2005 to 2013-$73.6. 
The tax loss carryforwards relate to operations in the United 
States, Germany and Hong Kong. As at March 27, 1998, the 
Company had Canadian ITC carryforwards of approximately 
$45.5, which are available to reduce future years’ income taxes. 
These ITCs expire during the years from 2000 to 2008. (See also 
Note 14.) In addition, the Company had timing differences 
of approximately $30.0 for which no accounting benefit was 


recognized. 
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The net income per common share figures were calculated based 
on net income after the deduction of preferred share dividends 
and using the weighted monthly average number of shares 
outstanding during the respective fiscal years (107,775,404 shares 
in 1998; 107,274,463 shares in 1997; and 105,920,369 shares 
in 1996). The calculation of fully diluted earnings per share 
assumes that, if a dilutive effect is produced, all outstanding 
options had been exercised at the later of the beginning of the 
fiscal year and the option issue date, and includes an allowance 
for imputed earnings net of tax derived from the investment of 


funds which would have been received. 


COIHCITIONS 
ALUUISHHONS 


(A) On April 16, 1998 and subsequent to Fiscal 1998's year end, 
the Company announced that it entered into an agreement to 
acquire certain assets of the Customer Premises Equipment (CPE) 
Business Unit of Centigram Communications Corporation for 
cash consideration of U.S.$22.0. The Company will also purchase 
receivables and inventories related to that business for approxi- 
mately U.S.$4.8 in cash. Centigram’s CPE Business Unit, based 
in San Jose, California, provides productivity-enhancing, enter- 
prise-wide messaging solutions to organizations around the world 
through a broad network of distributors and agents. The acqui- 
sition is expected to close on or about May 8, 1998. The 
acquisition will be accounted for by the purchase accounting 
method, in which the results of operations are included in the 


Company’s accounts from the date of acquisition. 


(B) On February 12, 1998, the Company and certain of its wholly 
owned subsidiaries acquired 100 percent of the capital stock of 
four affiliated entities which, together with their respective 
subsidiaries, comprise Plessey for a total cash consideration of 
$323.6 (U.S. $225.0). Plessey, headquartered in Swindon, U.K., 
is an international semiconductor manufacturer for communi- 
cations and media applications. The acquired company will 
operate as Mitel Semiconductor Limited in the U.K. and as Mitel 
Semiconductor Americas Inc. in the U.S. The acquisition was 
accounted for by the purchase accounting method. The purchase 


transaction is summarized as follows: 
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Current assets (including cash of $1.4) $ 134.4 
Capital assets 354.3 
Other assets 10.5 
Total assets 499.2 
Current liabilities 143.4 
Capital leases 18.3 
Deferred income taxes 13.9 
Total liabilities 175.6 
Total net assets $ 323.6 
Cash consideration $ 323.6 


The allocation to net assets includes incurred liabilities of $10.6 
in respect of acquisition costs, and $45.2 in respect of costs to 
integrate the operations of the acquired company with the Semi- 
conductor division. The integration provision includes severance 
costs of $21.9 and costs of $23.3 primarily related to eliminating 
other redundancies. The acquisition and integration liabilities 


were outstanding as at March 27, 1998. 


Unaudited Pro Forma financial information for the acquisition 
as if the business had been acquired at the beginning of each 


respective fiscal period is presented as follows: 


(unaudited) 1998 | 1997 
See ee ee ee ee ee ee eee <tc, ——}~ — = 
Pro Forma | Pro Forma 
combined | combined 
hare Sent, Ke im eet eee 
Revenue $ 1,227.3 | $1,152.9 
TOT RET PES Eo 
Net income $ 41.2 | $ 340 
ose se ens out pe cenheemcmnemeneite 
Net income attributable to 
common shareholders after | 
preferred share dividends $38.04) $5 990.8 
ae 
Net income per 
common share (Note 18): | 
Basic $ O35) aes 10:20 
PRS Re ria ENE 
| 
Fully diluted $ 0.35) $ 0.28 


The unaudited Pro Forma information does not include the oper- 
ating savings or synergies anticipated as a result of the combined 


operations. 
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(C) On August 8, 1997, the Company acquired certain assets 
and the remote access business of Gandalf Technologies Inc. 
(Gandalf) for cash consideration of $21.6. The purchase agree- 
ment did not include Gandalf’s service business. Gandalf’s remote 
access products and technology facilitate high volume data and 
voice communications between the corporate office, local 
branches, teleworkers, and agents in the field. Gandalf’s opera- 
tions are based principally in Canada, the United States, and 
the United Kingdom. In addition to the cash consideration, the 
Company incurred expenses of $0.5 in respect of acquisition 
costs and $0.6 in respect of costs to integrate the operations of 
the acquired company. As at March 27, 1998, the integration 


program was substantially completed. 


This acquisition was accounted for by the purchase accounting 
method. The purchase price allocation was based on fair values 
assigned to net assets as determined by an independent valua- 
tion firm using standard valuation techniques. An amount of 
$14.9 was allocated to identifiable intangible assets which include 
completed and in-process research and development, trademarks, 
and the tradename. The identifiable intangible assets will be 
amortized over ten years. The purchase transaction is summa- 


rized as follows: 


Net assets acquired, at approximate fair value: 


Current assets S71 
Capital assets PISO “S 
Total assets 227) 
Current liabilities Siar 
Total net assets $ 21.6 
Cash consideration $ 21.6 


Pro Forma financial information for the acquisition as if the 
business had been acquired at the beginning of Fiscal 1998 is 
not presented due to the insignificant impact on the Company's 


results of operations. 


(D) On January 31, 1997, the Company acquired the business 
and assets of Global Village Communication (U.K.) Limited, 
an ISDN solution provider based in the United Kingdom, for 
cash consideration of $5.1. This acquisition was accounted for 
by the purchase accounting method. The difference between 
the purchase price and the fair value of the acquired net assets 
amounted to $3.3, all of which was recorded as goodwill to be 
amortized on a straight-line basis over five years. The purchase 


transaction is summarized as follows: 


Current assets $ 3.1 
Capital assets 1.0 
Goodwill 33 
Total assets 7.4 
Current liabilities 23 
Total net assets $ 5.1 
Cash consideration $ 5.1 


FER AORN ET 


(E) On March 29, 1996, the Company acquired ABB Hafo 
AB (subsequently renamed Mitel Semiconductor AB), a designer, 
manufacturer and marketer of custom and application specific 
integrated circuits and semiconductor components with oper- 
ations based in Sweden and the United States. Mitel Semi- 
conductor AB was acquired for cash consideration of $44.0, 
comprised of $24.0 for 100 percent of the outstanding common 
shares and $20.0 for the repayment of all bank loans in the 
acquired company. In addition to the cash consideration, the 
Company incurred expenses of $1.7 in respect of acquisition 
costs and $2.0 in respect of costs to integrate the operations of 
the acquired company with the Semiconductor division. As at 
March 27, 1998, the integration program was completed. This 
acquisition was accounted for by the purchase accounting 


method. The purchase transaction is summarized as follows: 
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Net assets acquired, at approximate fair value: 


Current assets (including cash of $0.5) $ 28.0 
Capital assets 48.2 
Total assets ON, 
Current liabilities 13.9 
Pension liability 12.1 
Deferred income taxes 6.2 
Total liabilities Bi) toy 
Total net assets $ 44.0 
Cash consideration 


During the year ended March 27, 1998, the Company sold to 
jointly controlled and significantly influenced enterprises prod- 
ucts and services valued at approximately $2.5 (1997—$8.1; 
1996-$7.9). 


Revenue: 
Canada 
External customers 
Transfers between geographic areas 


United States 
External customers 
Transfers between geographic areas 


Europe 
External customers 
Transfers between geographic areas 


Other 


External customers 
Eliminations of transfers between geographic areas 


Total revenue 
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Included in accounts receivable as at March 27, 1998 were 
amounts due from jointly controlled and significantly influenced 


enterprises of $0.4 (1997—$0.4; 1996-$1.5). 


21. INFORMATION ON GEQGRAPHIC SEGMENTS 

The Company operates primarily as a vertically integrated manu- 
facturer of communications products which is its principal line 
of business. Included in total revenue for Canada were export 
sales amounting to $275.6 in Fiscal 1998 (1997-$244.9; 1996 
$197.7). The point of origin (the location of the selling orga- 
nization) of revenue and the location of the assets determine the 
geographic areas. The following tables present segmented geo- 


graphic information: 


1998 | 1997 1996 
| 
| | 
$ I41.0 $ 113.4 $ 98.6 
188.3 | 181.5 145.3 
tS Mii te soit 
329-3 294.9 243.9 
Be ae ne ae z ea 
405.7 : 312.9 | 271.5 
20.1 | 19.4 | 14.1 
— a ee LF ‘7 = a a; ——=_ AK an oS 
i 425.8 | 332.3 ss 285.6 
329.0 248.0 | 183.3 
ee Ps AS les ee 
387.9 | 280.4 | 202.5 
BCA Ea NAB Ra ae ai 
| | 
12.8 | 21.2 | 23.0 
| 
(267.3) | (233.3) | (178.6) 
2 En EE 
$ 888.5 | $ 695.5 | $ 576.4 
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Operating income: 
Canada 
United States 
Europe 
Other 


Eliminations 


Segment operating income 
Corporate expenses 


Operating income 


Investment and interest income, net of interest expense 
Income tax expense 


Net income 


Capital asset additions: 
Canada 
United States 
Europe 
Other 


Capital asset additions 


Amortization expense: 
Canada 
United States 
Europe 
Other 


Amottization expense 


Identifiable assets: 
Canada 
United States 
Europe 
Other 


Identifiable assets 
Corporate assets 


Total assets 


1998 | (EME, 1996 
$ 110.6 | $ 53.7 | $ 58.8 
57-9 35-7 | 37:8 

| | 
57-2 40.9 35.0 
2.3 . Ia 3.2 
(8.6) (10.2) | (5.0) 
je eRe hee epi SIN eee ag we Pe lS 
219.4 | 135.8 | 129.8 
Lee lls aah os Aa! 
124.4 51.4 | 57-7 

| j 
(2.0) | Fe, 8.3 
GOS Ryker eh ZC Oye %, (15.0) 
$ 91.9. $ 38.0 $ 51.0 


VELA TAN ACH ABSIT A TE TV PIE SOLE EP ENO Y IIIT RE ERE TE LEN TSE RSIS TA 


$ 28.5 | SS TI $ 26.9 


Zhe 3.5 23) 
26.6 13.2 4.4 
0.9 | 6.r 4 0.9 
EO OLE DADRA CONROE 
$ 421.7 | CU go) Seng. 
32 2.4} 1.6 

25.7 | 12.9 | 4.1 
0.2 0.3 O.I 

$ 50.8 | $ 33.5 | $ 19.2 
$ 242.0 | $187.4 | $ 136.5 
153-9 96.7 82.8 
739-2 | 194.9 | 198.1 
23. 6.8: | IL.5 
1137-4 | 485.8 | 428.9 
100.3 99.0 | 88.2 

$ 1,237.7. | $ 584.8 | $ 517.1 


{ 


SATE STATA TRIO AR PT SI OR ET LA OM TEL NTR EPI 


In line with industry practice, corporate expenses include research and development, scientific research agreement revenue, and 


general administration expenses. Interest and income taxes are excluded from the calculation of segment operating income. 


Transfers between areas are made at prices based on the total cost of the product to the selling location. 
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OUNTING PRINCIPLES 


The consolidated financial statements have been prepared in 
accordance with accounting principles generally accepted in 
Canada (Canadian GAAP) which, in the case of the Company, 
conform in all material respects with those in the United States 
(U.S. GAAP) and with the requirements of the Securities and 


Exchange Commission (SEC), except as follows: 


(X) Under Canadian GAAP, unrealized and realized gains and 
\fosses on foreign currency transactions identified as hedges may 
be deferred as long as there is reasonable assurance that the hedge 
will be effective. Under U.S. GAAP, deferral is allowed only on 
foreign currency transactions intended to hedge identifiable firm 


foreign currency commitments. 


(B) Under Canadian GAAP, investments in joint ventures are 
recognized in the financial statements of the venturer by applying 
the proportionate consolidation method of accounting. Under 
U.S. GAAP, equity accounting is applied to investments in joint 
ventures when preparing the consolidated financial statements 


of the venturer. 


© Under Canadian GAAP, stock issue costs are shown as an 
adjustment to retained earnings. The carrying amount of capital 
stock is shown net of issue costs under U.S. GAAP. -\/\“*” 


at 
‘(D) Redeemable preferred shares are_excluded from ee 


equity under requirements of the SEC. 


(E) Reductions in stated capital and deficit are not recorded 
under U.S. GAAP. The Company had previously undertaken 
stated capital and deficit reductions in fiscal years 1985, 1986, 
1987 and 1992. 


~) Under Canadian GAAP, for purposes of the statements of 
cash flows, cash position includes all short-term investments. 
Under U.S. GAAP, cash position includes highly liquid invest- 
ments with original maturities of less than three months. In 
addition, under U.S. GAAP, non-cash items such as assets acquired 
under capital lease are excluded from the statements of cash flows. 
Under Canadian GAAP, the gross amount of non-cash items is 
included in the respective operating, investing, or financing activ- 


ities as applicable. 
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(G) The Company implemented SFAS 109, Accounting for 
Income Taxes, in Fiscal 1994 for purposes of reconciliation to 
U.S. GAAP. As at March 27, 1998, the Company's deferred tax 
asset, primarily related to the benefit of realizing investment tax 
credit and loss carryforwards and timing differences, net of a 
valuation allowance of $85.5 (1997—$123.1), was $42.7 (1997 
—$10.2), and deferred tax liabilities, primarily related to build- 
ings and equipment, were $27.1 (1997 - $9.9). The application 
of this method also gives rise to differences in the allocation of 
consideration with respect to business combinations which may 
result in the recognition of deferred tax balances. Subsequent real- 
ization of any unrecognized tax benefits will be applied to reduce 
any remaining goodwill or intangibles of the related acquisitions, 


before being reported in net income for U.S. GAAP purposes. 


(A}~Management has examined the rules applicable to SFAS 
119 regarding the disclosure of derivative financial instruments 
and the fair value of financial instruments and has provided the 
required disclosure in Notes 7, 9, 22, 23, and 24. 


“UThe Company implemented SFAS 128 in Fiscal 1998, 


regarding earnings per share for purposes of reconciliation to U.S. 
GAAP. Under U.S. GAAP the fully diluted earnings per share is 
computed in accordance with the treasury stock method and 
based on the weighted average number of common shares and 
dilutive common share equivalents. The comparative figures were 


restated to conform to the adopted accounting method and 


presentation. 
ee, R&D under Canadian GAAP is capitalized and 


amortized over the remaining useful life of the technology to 
which it relates. Under U.S. GAAP, the purchased in-process 
R&D is expensed at the time of acquisition. The Company has 
not established the technical feasibility of the in-process R&D 


and it has no alternative future use. 


(KYL As allowed under SFAS 123, accounting for stock based 
compensation, management has determined that it will continue 
to apply Accounting Principles Board Opinion No. 25 (APB 25), 
in accounting for its employee stock options for purposes of 
reconciliation to U.S. GAAP because the alternative fair value 
accounting provided for under SFAS 123 requires the use of 


option valuation models that were not developed for use in valuing 


Bg. $5; 


employee stock options. In accordance with Company policy, 
the exercise price of the Company’s employee stock options equals 
the market price of the underlying stock on the date of grant. 
Accordingly under the rules of APB 25, no related compensa- 
tion expense was recorded in the Company’s results of operations 


for U.S. GAAP purposes. 


Picea Canadian GAAP, exchange gains or losses related to 
translation of foreign currency denominated long-term mone- 
tary items are deferred and amortized over the remaining life of 
the items. Under U.S. GAAP, deferral is not allowed and such 


gains or losses are included in the determination of net income. 


(M) Under Canadian GAAP certain costs relating to the acquirer 


may be recognized in the purchase price allocation when accoun- 


Net income in accordance with Canadian GAAP 


Write-off of acquired in-process R&¢D 
Amortization of acquired in-process R&¢D 


Effect of deferral accounting related to foreign exchange contracts 


Translation of foreign currency denominated debt 


djustment to deferred income taxes 


Acquirer’s redundancy provisions 


U.S. GAAP and SEC requirements: 
Net income for the period 
Less: dividends on cumulative preferred shares 


Adjusted net income 


Net income per common share: 
Basic 


Fully diluted 


Weighted average shares for basic EPS (millions) 


Weighted average shares on conversion of stock options (millions) 


Adjusted weighted average shares and share equivalents (millions) 


ting for business combinations. These costs, subject to certain 
conditions, qualify where they are a direct substitute for costs that 
would otherwise be incurred with respect to the acquired busi- 
ness. Under U.S. GAAP, only costs relating directly to the acquired 


business may be considered in the purchase price allocation. 


°° 
The following table reconciles the net income as reported on the 


consolidated statements of income to the net income that would 
have been reported had the financial statements been prepared 
in accordance with U.S. GAAP and the requirements of the SEC. 
The proportionate consolidation method for joint ventures does 
not affect the measurement of income or shareholders’ equity 


and therefore is not addressed in the following table: 


1998 | 1997 1996 
< See a ea Tom Bee Se 8 em De cane 
$ 91.9 | $ 38.0 $ 51.0 
(2.7) | =e) = 
0.2 a | = 
0.4 (7.2) 5-9 
6.4 | = | os 
: 10.2 - 
| 
89.9 | 41.0 56.9 
aa Dei : 
a ea ote ~ ao8 
$ 86.7 | $ 37.8 | $ 53.6 


$ 0.80 $ 0.35 ) $ O.51 
ELLA IERIE RTI RL LE LISTE EN LE PERERA 
$ 0.80. $ 0.35 | $ 0.50 
BS wR CRORES 1 ESE = ERR TTC CL RTL ETP EIT 
107.8 107.3 | 105.9 

L1 | 1.2 1.2 
108.9 / 108.5 | 107.1 


ET PES NE LER SISO EE SS SINT EAL I TI SSP PILE IIE SY TELL NEAGLE 
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The following options were excluded in the computation of ——647,000; 1996—395,500) shares of common stock at an average 
diluted earnings per share because the options’ exercise price exercise price of $17.69 (1997—$9.31; 1996-$7.87) per share. 


exceeded the average market price of the common shares and, : ; : tf ; 
Cash flow information presented in conformity in all material 


respects with U.S. GAAP: 


therefore, the effect would be antidilutive: options outstanding 


for the year ended March 27, 1998 to purchase 3,167,250 (1997 


1998 | 1997 | 1996 
Cash provided by (used in) | | 
Operating activities - Canadian GAAP $ 75-4 $66.1 $70.4 
Deferred income taxes 6.1 / 10.2 | = 
Change in deferred tax asset (6.1) | (10.2) _ 
a ss he — — — Day — ee 
Operating activities — U.S. GAAP 75.4. | 66.1 | 70.4 
Investing activities - Canadian GAAP (396.0) | (68.6) | (76.8) 
Change in short-term investments 53-3 (2.9) | (6.3) 
Additions to capital assets under capital lease 24.6 | 31.3 | 16.3 
Investing activities — U.S. GAAP (318.1) | (40.2) (66.8) 
Financing activities — Canadian GAAP 327.5 | 6.9 | 3.9 
Increase in capital leases (24.6) | (31.3) | (16.3) 
Financing activities — U.S. GAAP 302.9 | 04.4) (12.4) 
$$ 
| i 
Increase (decrease) in cash 60.2 | Test (8.8) 
Effect of currency translation on cash flows 1,501 1.6 | (1.8) 
Cash position, beginning of period 55-5 52.4 | 63.0 
Cash position, end of period $117.2 | $ 55-5 | $ §2.4 
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Balance sheet items in conformity with U.S. GAAP and SEC requirements: 


Cash 

Short-term investments 

Deferred tax assets 

Fixed. assets 2h a 
Other assets 

Accounts payable and accrued liabilities 


Redeemable preferred shares cD a \\ au. 
Common shares on ae 
Contributed surplus Crise ae od 
Deficit os rs v sae 


1998 | 1997 
ae A 22 re eae ee RO ioe 

$ 117.2)) $55.5 

$ sash Stl $ 87.8 

G7. $ 11.8 | $1 246.5 
ST-> $ $25.1 Se lose, 

S10 ] $ 69.6 ) $e 1984 

$ 284.5 | $ 128.3 
35547 $34.4 
$603.2”. $ 599.2 

ee ‘ if huang i) P25 
| oe $ (292.9) 


& 
In addition, the Financial Accounting Standards Board has issued Pro Forma financial information required by SFAS 123 has been 


Statement of Financial Accounting Standards No. 130 Compre- _ determined as if the Company had accounted for its employee 


hensive Income (SFAS 130) and No. 131 Disclosures about __ stock options using the Black-Scholes fair value option pricing 
Segments of an Enterprise and Related Information (SEAS 131). model with the following weighted-average assumptions for fiscal 
SFAS 130 and SFAS 131 will be effective for the Company’s __years 1998, 1997, and 1996: 


March 26, 1999 year end. The Company has not determined 
the impact, if any, of these pronouncements on its consolidated 


financial statements. 


Risk-free interest rate 

Dividend yield 

Volatility factor of the expected market price of the Company’s common stock 
Weighted-average expected life of the options 


U.S. GAAP Pro Forma net income attributable to common shareholders after 


preferred dividends 


U.S. GAAP Pro Forma net income per common share: 
Basic 


Fully diluted 


1998 | 1997 | 1996 
CBP LIER Boon) Sr OR AR CAR: WAS fade SAS ah 
530% 545% 7.02% 

nil | nil | nil 
0.483 | 0.565 0.593 
6 years | 6 years | 6 years 
| | 
$84.0 | $36.6 © $ 53.2 
MTR RET NTR RET 


eae haat ws US AEE ETE, 


$ 0.78 $ 0.34 $ 0.49 
Ta a I SE 8 ore an, 
$ 0.77 $ 0.34 | $ 0.49 
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The Black-Scholes option valuation model was developed for use 
in estimating the fair value of traded options which have no 
vesting restrictions and are fully transferable. In addition, option 
valuation models require the input of highly subjective assump- 
tions including the expected stock price volatility. Because the 
Company’s employee stock options have characteristics signifi- 
cantly different from those of traded options, and because changes 
in the subjective input assumptions can materially affect the fair 
value estimate, in management's opinion, the existing models do 
not necessarily provide a reliable single measure of the fair value 


of its employee stock options. 


For purposes of Pro Forma disclosures, the estimated fair value 
of the options is amortized to expense over the options’ vesting 


period on a straight-line basis. (See also Note 12.) 


A ec 


The Company maintains several defined contribution and three 


defined benefit pension plans for its employees. Pension expense 


was $6.4 in Fiscal 1998 (1997—$4.8; 1996—$3.3). 


Both the Company and the employees contribute to these plans 


based on the employees’ earnings. 


j efined Benefit Pension Plans 
The Company’s policy is to fund defined benefit pension plans 
in accordance with independent actuarial valuations and as 


permitted by pension regulatory authorities. 


(i) The first defined benefit plan is contributory and covers 
substantially all employees of Mitel Telecom Limited, a wholly 
owned subsidiary of the Company, by providing pension bene- 
fits based on length of service and final pensionable earnings. 
Employee contributions are based on pensionable earnings. 
Actuarial reports in connection with this defined benefit plan, 
prepared in April, 1995 and updated to March 28, 1997, were 
based on projections of employees’ compensation levels to 


the time of retirement. These actuarial reports indicate that the 
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actuarial present value of the accrued pension benefits and the 
net assets available to provide for these benefits, at market value, 


were as follows: 


1998 1997 
Pension fund assets $ 60.9 $535 
Accrued pension benefits $ 54.2 $ 48.2 


The assumptions used to develop the actuarial present value of 
the accrued pension benefits for Fiscal 1998 and Fiscal 1997 were 


as follows: 


Discount rate 8.5% 
Compensation increase rate 6.5% 
Investment return assumption 8.5% 


For purposes of an actuarial valuation, pension fund assets were 
valued using the discounted income method. Under this approach, 
the value of the assets is obtained by estimating the receipts which 
will arise in the future from the plan’s investments and then 
discounting the amounts to the valuation date, at the valuation 


rate of return on assets. 


(ii) The second defined benefit plan is contributory and covers 
substantially all employees of Mitel Semiconductor Limited, a 
wholly owned subsidiary of the Company acquired on February 
12, 1998 (see also Note 19). This plan is currently being admin- 
istered by The General Electric Company, p.l.c., from whom the 
Company acquired Mitel Semiconductor Limited. The Company 
will establish a new pension plan and transfer the employees to 


this plan once regulatory approvals are completed. 


(iii) The third defined benefit plan covers all employees over 
the age of twenty-eight in Sweden and provides pension bene- 
fits based on length of service and final pensionable earnings. 
There are no pension fund assets under the plan. The associated 
pension liability is calculated each year by the Pension Registration 
Institute and is insured in its entirety by Forsakringsbolaget 
Pensionsagaranti. The pension liability of $12.2 (67.9 SEK) 
(1997-$11.3 (62.6 SEK)) was actuarially determined based on 
the present value of the accrued future pension benefits and in 


accordance with applicable laws and regulations in Sweden. 
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24. FOREIGN EXCHANGE CONTRACTS 


At March 27, 1998, foreign currency contracts to exchange 
$235.5 in foreign currency (977.0 Italian Lira, 646.7 Japanese 
Yen, 96.5 Pounds Sterling, 32.4 French Francs, 25.0 Swedish 
Krona, 5.2 U.S. Dollars, 2.7 Deutsche Marks and 2.3 Singapore 
Dollars) had an unrealized loss of $9.6. All of the contracts 
mature before July 31, 1999. The unrealized loss represents a 
point-in-time estimate that may not be relevant in predicting 
the Company’s future earnings or cash flows. The unrealized 
loss reflects the estimated amount that the Company would have 
been required to pay if forced to settle all outstanding contracts 
on March 27, 1998. 


Mitel is exposed to credit risk in the event of non-performance, 
but does not anticipate non-performance, by any of the counter 
parties. Management believes that there is no substantial concen- 
tration of credit risk resulting from the foreign currency forward 


contracts. 


25. CASH FLOW INFORMATION 


1998 | 1997 | 1996 

Net change in non-cash working capital 

balances related to operating activities: | 
Accounts receivable $ (65.6) $(9.8) |  ¢ (7.0) 
Inventories (6.3) (11.6) | 9.0 

Accounts payable and | 
accrued liabilities 28.9 | 10.3" | 1.4 
Deferred revenue $1 | 2.9. | (0.7) 
Other (12.3) 1.6 | (2.8) 


$ (50.2) $ (6.6) | $ (0.1) 
3% PUAN neuen 


SERV PTET LITLE TITIES 


26. UNUSED BANK LINES OF CREDIT 


Upon the purchase of Plessey, a new line of credit was granted 
for $106.0 (U.S.$75.0), of which up to $28.3 (U.S.$20.0) was 
available for letters of credit. At March 27, 1998, $8.7 (U.S.$6.2) 
in letters of credit were outstanding against this credit facility, 
thus the Company had unused and available demand bank lines 
of credit amounting to approximately $97.3 (U.S.$68.8) (1997 
—$32.7) at a rate of interest based on the LIBOR (5.6875%), 
plus 2 percent. 


Fy INETE AESA TY ATELTS Carolin 
27. COMPARATIVE FIGURES 


Certain of the 1997 and 1996 comparative figures have been 


reclassified so as to conform to the presentation adopted in 1998. 


Mitel Corporation 98 Annual Report 


Pe. 60 


“ Sisal tae ae 
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(in millions of Canadian dollars, except per share amounts) 


The following table is derived from the consolidated financial statements included elsewhere herein, which have been prepared in 
accordance with accounting principles generally accepted in Canada (Canadian GAAP). These principles also conform, in all mate- 
rial respects, with accounting principles generally accepted in the United States (U.S. GAAP), and the requirements of the SEC, 


except as more fully described in Note 22 to the consolidated financial statements. 


Fiscal year ended 
(at the end of fiscal year for balance sheet data) 1998 | 1997. 1996 1995 1994 
Tee ee ae 
CANADIAN GAAP | | | 
| | 
| 
Income Statement Data: | 
Revenue $ 888.5 | $ 695.5 $576.4 | $ 589.4 | $ 496.4 
Gross margin percentage 51% 50% 49% 45% | 44% 
Gross research and development expense 92.4 61.5 | 46.5 44.9 a7RE 
Operating income 124.4 | 51.4 | 57-7 28.3 22.0 
Net income 91.9 | 38.0 | 51.0 | 31.8 | 2077; 
Net income per common share 0.82 | 0.32 | 0.45 | 0.27 | 0.16 
Weighted average common shares outstanding 107.8 | 107.3 105.9 | 105.6 | 105.1 
Balance Sheet Data: | 
| 
Working capital $ 245-9 $ 206.3 $ 210.3 | $208.4 | $ 174.2 
Total assets 1,237.7 | 584.8 517-1 440.6 376.4 
Current portion of long-term debt 40.3 14.8 sal 9.0 3.9 
Long-term debt 379-6 | 43.0 | 39.6 | 34.5 27.8 
Pension liability 1252: 11.3 | 12.1 | a: = 
Shareholders’ equity | 
(including redeemable preferred shares) 435-5 | 339.5 | 302.8 | 263.0 DE 
se i ae oe MEME ACTER Be OR SE CRO ak ae 
U.S. GAAP AND SEC REQUIREMENTS | | | 
| | | | 
Income Statement Data: | | 
Net income $ 89.9 : $ 41.0 | $ 56.9 | $ 59.0 | $ 18.4 
Net income per common share 0.80 0.35 | O.5I | 0.53 | 0.14 
Weighted average common shares outstanding 107.8 | 10753 0) 105.9 | 105.6 : 105.1 
Balance Sheet Data: | / | 
Working capital $ 263.9 | $208.4 | $ 213.5 | $ 205.8 | $172.4 
Total assets 1,235.7 595.0 | Skt | 440.6 | 376.4 
Current portion of long-term debt 40.3 | 14.8 Ted, | 9.0 | 3.9 
Long-term debt 379.6 | 43.0 | 39.6 | 34.5 | 27.8 
Long-term obligation under research | / | | 
and development contract hati - | ae} = | 28.1 
Pension liability 2 vis We Aa aie a 
Redeemable preferred shares 34.4 | 34.4 | 34.4 | 35.8 / 37.8 
Shareholders’ equity | | | 
Common shares 603.2 | 599.2 596.5 595.6 | 595-2 
Contributed surplus 2.5 | 2.5.\1 2.5 | 2.60) D7, 
Deficit (206.2) | (292.9) | (330.7) | (384.3) | (439.6) 
Translation 5:8 | 2.5.9 at 10.6 | 5-7 
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SELECTED QUARTERLY FINANCIAL DATA (in accordance with Canadian generally accepted accounting principles) 


FISCAL 1998 


Revenue 

Gross margin 

Gross margin percentage 

Net income 

Net income per common share 


FISCAL 1997 

Revenue 

Gross margin 

Gross margin percentage 

Net income (loss) 

Net income (loss) per common share 


ATM Ro 
DOLLAR 


EXCHANGE RATES OF THE CANADIAN 


First 
quarter 
$ 155.9 
$ 79.4 | 

51% 
CY, Bake 
$ 0.09 | 


Second | Third | Fourth 
Pes RMR Sots Rh ka 
$205.0 | $215.50 | $ 286.0 
$ 102.8 | $ 10.6 $ 147.8 
50% | 51% | 52% 
Sug | $ 25.6 | $ 24.8 
$ orO2Ts| $ 0.23.| $i On2D 
Second | Third | Fourth | 
guarter quarter guarter | 
$ 167.5 $ 173.1 | $ 199.0 
$ 85.0 | $ 88.7 | $ 98.0 
1% | 51% 49% 
$ 16.574 $ ILS | $ (0.7) 
$ O.l5 | $ O10) $ (0.01) 


| Full 
year 
$ 888.5 
| $ 451.2 
51% 
| $ 91.9 
| $0282) 
Full 
year 
| 
$ 695.5 
| $ 351.1 
50% 
$ 38.0 
$ 0.32 


The high and low exchange rates (i.e. the highest and lowest rates at which Canadian dollars were sold), the average exchange rate 


(i.e. the average of the exchange rates on the last day of each month during the period) and the period end exchange rates of the 


Canadian dollar in exchange for U.S. currency for each of the five years ended December 31, 1997 and for the period January 1, 


1998 through May 7, 1998, calculated based on the noon buying rates as reported by the Federal Reserve Bank of New York, were 


as follows: 

U.S. Dollars January 1 to May 7, 1998 
High 0.7105 
Low 0.6832 
Average 0.6976 
Period End 0.6944 


| 


1997 


0.7487 
0.6945 | 
0.7223 
0.6999 | 


—~—4—-- — 
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Common share information 


IETS 
i 


DOINTIDAL AAAL 
vIN’ AL INIAAT Liv 


The Toronto Stock Exchange and the New York Stock Exchange are the principal markets on which the Company’s shares are traded. 
The shares are also listed on the Montreal and London Stock Exchanges. The Company’s shares were first listed on the Toronto 
Stock Exchange on August 13, 1979 and on the New York Stock Exchange on May 18, 1981. The stock symbol of the Company's 
shares is MLT. The following table sets forth the high and low sales prices for the common shares for each quarter of the last two 


fiscal years. 


1998 | 1997 
TORONTO STOCK EXCHANGE (Canadian Dollars) High Low High Low 
1st Quarter $ 8.2000 $ 6.6000 | $ 10.0000 $ 8.3000 
2nd Quarter $ 10.9500 $ 7.1000 | $ 9.6000 $ 7.7500 
3rd Quarter $ 13.0000 $ 10.0000 | $ 9.6500 $ 8.5000 
4th Quarter $ 19.2000 $ 10.5500 $ 10.8500 $ 6.7500 

1998 | 1997 
NEW YORK STOCK EXCHANGE (U.S. Dollars) High Low | High Low 
1st Quarter $ 6.0000 $ 4.7500 | $ 7.3750 $ 6.1250 
2nd Quarter $ 7.9375 $ 5.1875 | $ 6.8750 $ 5.7500 

| 

3rd Quarter $ 9.3125 $7-1250. | $ 7.2500 $ 6.2500 
4ch Quarter $ 13.5000 $ 7.3125 | $ 8.1250 $ 4.6250 


i TERS 
Weits 


There were 5,101 common shareholders of record as at May 7, 1998. 


The Company has not declared or paid any dividends on its common shares and the Board of Directors anticipates that, with the 
exception of preferred share dividend requirements, all available funds will be applied in the foreseeable future to finance growth, 


and to improve the Company’s competitive position and profitability. 


Pursuant to the terms of the $2.00 Cumulative Redeemable Convertible Preferred Shares, 1983 R&D Series (Preferred Shares — 
R&D Series), the Company will not be permitted to pay any dividends on common shares unless all dividends accrued on the 


preferred shares have been declared and paid or set apart for payment. 


Pursuant to the terms of the credit agreement described in Note 9 to the consolidated financial statements, the Company is required 
to maintain a minimum net worth, thereby limiting the amount of dividends that could be paid out. The preferred shares dividend 
does not violate this convenant. Since the Company does not anticipate any dividends on its common shares, the covenant is not 


expected to have an impact on the dividend policy. 


Dividends paid by the Company to common shareholders not resident in Canada would generally be subject to Canadian with- 
holding tax at the rate of 25. percent or such lower rate as may be provided under applicable tax treaties. Under the Canada — United 
States tax treaty, the rate of withholding tax applicable to such dividends paid to residents of the United States would generally be 


15 percent. 
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Dr. Henry Simon Anthony L. Craig 


BOARD OF DIRECTORS 


Dr. Henry Simon’ 


CHAIRMAN OF THE BOARD 
CHAIRMAN, SCHRODER VENTURES LIFE 
SCIENCES ADVISERS 


Anthony L. Craig 


PRESIDENT 
GLOBAL KNOWLEDGE NETWORK INC. 


Peter van Cuylenburg 


PRESIDENT 
SPECIALTY STORAGE PRODUCTS GROUP 
QUANTUM CORPORATION 


Hubert T. Lacroix 


PARTNER 
MCCARTHY TETRAULT 
BARRISTERS & SOLICITORS 


Dr. John B. Millard* 


PRESIDENT & CHIEF EXECUTIVE OFFICER 


Donald W. Paterson 


PRESIDENT 
CAVANDALE CORPORATION 


Jonathan J. Wener 


CHAIRMAN 
CANDEREL HOLDINGS LTD. 


MEMBERS OF BOARD COMMITTEES 


Audit 
Hubert T. Lacroix 


CHAIRMAN 
Donald W. Paterson 
Jonathan I. Wener 
Nominating 


Dr. Henry Simon 


CHAIRMAN 


Hubert T. Lacroix 
Dr. John B. Millard 


Peter van Cuylenburg 


Hubert T. Lacroix 


Compensation 
Jonathan I. Wener 


CHAIRMAN 


Anthony L. Craig 
Donald W. Paterson 


VICE PRESIDENTS 


Kenneth B. Anderson 


VICE PRESIDENT 
INFORMATION SYSTEMS 


Terrell (Terry) Atwood 


VICE PRESIDENT 
ADVANCED MESSAGING SOLUTIONS 
BUSINESS COMMUNICATIONS SYSTEMS 


Paul A.N. Butcher 


VICE PRESIDENT 
EUROPE, MIDDLE EAST & AFRICA 
BUSINESS COMMUNICATIONS SYSTEMS 


Jean-Jacques Carrier’ 
VICE PRESIDENT OF FINANCE & 
CHIEF FINANCIAL OFFICER 


Carl W. Carruthers 


VICE PRESIDENT 

PRODUCT SUPPLY AND NORTH AMERICAN 
DISTRIBUTION SALES 

BUSINESS COMMUNICATIONS SYSTEMS 


Francois Cordeau' 
VICE PRESIDENT & GENERAL MANAGER 
MITEL SEMICONDUCTOR 


Ronald A. Evans 


VICE PRESIDENT 
STRATEGIC BUSINESS DEVELOPMENT 


Kirk K. Mandy* 


VICE PRESIDENT & GENERAL MANAGER 
BUSINESS COMMUNICATIONS SYSTEMS 


Donald G. McIntyre’ 


VICE PRESIDENT 
HUMAN RESOURCES 
GENERAL COUNSEL & SECRETARY 


Dr. John B. Millard 


Donald W. Paterson Jonathan I. Wener 


Shirley J. Mears? 


VICE PRESIDENT 
TREASURER 


Geoffrey A. Smith 


VICE PRESIDENT 
PRODUCT DEVELOPMENT 
BUSINESS COMMUNICATIONS SYSTEMS 


MEMBERS OF EXECUTIVE 
MANAGEMENT COMMITTEE 
Dr. John B. Millard 
Jean-Jacques Carrier 
Francois Cordeau 

Kirk K. Mandy 

Donald G. McIntyre 


CORPORATE GOVERNANCE 


Mitel believes that it is in substantial 
compliance with the guidelines on 
improved corporate governance issued 
by the Toronto and Montreal stock 
exchanges in 1995. 


Shareholders will find a detailed 
description of corporate governance 
in the Company’s Management 
Proxy Circular. 


+ Officers of the Corporation 
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investor information 


The Annual and Special Meeting of 
Shareholders will be held at 10:30 a.m., 
Thursday, July 23rd, 1998 at the 
Chateau Laurier Hotel, 1 Rideau Street, 


Ottawa, Ontario. 


Shareholders and other individuals 
requesting information about Mitel or 
wishing to receive, free of charge, copies 
of the Annual and Quarterly Reports, 
including the Annual Report on Form 
10-K filed with the U.S. Securities and 
Exchange Commission and Canadian 
Regulatory Authorities, should call or 


write to: 


Mitel Corporation 
350 Legget Drive 
P.O. Box 13089 
Kanata, Ontario 
K2K 1X3 

(613) 592-2122 
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RAPPORT ANNUEL EN FRANCAIS 


On peut se procurer la version frangaise 
du rapport annuel 1998 auprés du 
service des relations publiques et des 


relations avec les investisseurs. 
TRANSFER AGENTS AND REGISTRARS 


Montreal Trust Company 


Toronto, Ontario 


The Bank of Nova Scotia Trust 
Company of New York 
New York, New York 


AUDITORS 


Ernst & Young 


Ottawa, Ontario 
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LEGAL COUNSEL 


McCarthy Tétrault 
Montreal, Quebec 


Ottawa, Ontario 


Rubin Baum Levin 
Constant & Friedman 


New York, New York 
STOCK EXCHANGE LISTINGS 


Toronto Stock Exchange 
Montreal Stock Exchange 
New York Stock Exchange 
The Stock Exchange, London 


Common Stock Symbol — MLT 
Preferred Stock Symbol — MLT.PR.A 
(TSE and ME only) 


+ 


Worldwide locations 


CANADA 


World Headquarters 
Mitel Corporation 
350 Legget Drive 
PO. Box 13089 
Kanata, Ontario 
K2K 1X3 

Tel: (613) 592-2122 
Fax: (613) 592-4784 


Burnaby, British Columbia 
Calgary, Alberta 

Halifax, Nova Scotia 
Mississauga, Ontario 
St-Laurent, Québec 
Winnipeg, Manitoba 


UNITED STATES 


Mitel, Inc. 

Mitel Telecommunications 
Systems, Inc. 

205 Van Buren Street 

Suite 400 

Herndon, Virginia 

U.S.A. 22170-5336 

Tel: (703) 318-7020 

Fax: (703) 318-0591 


Atlanta, GA 
Baltimore, MD 
Canton, MI 
Carrollton, TX 
Charlotte, NC 
Dallas, TX 
Dayton, OH 
Eagan, WI 

East Syracuse, NY 
Encino, CA 

Ft. Lauderdale, FL 
Houston, TX 
Irvine, CA 
Kimberly, WI 
Latham, NY 
Lansdale, PA 
Lyndhurst, NJ 
Marietta, GA 
Meriden, CT 
Mt. Laurel, NJ 
Milwaukee, WI 
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Naperville, IL 
New York, NY 

+ Ogdensburg, NY 
Orlando, FL 
Pittsburgh, PA 
Raleigh, NC 
Richmond, VA 
Rochester, NY 
Rocky River, OH 
San Diego, CA 
San Ramon, CA 
Tampa, FL 
Woburn, MA 


MEXICO 


Guadalajara, Mexico 
Mexico City, Mexico 


+ Mitel Telecom Limited 
Mitel Business Park 
Portskewett 
Gwent, Wales 
NP6 4YR 
Tel: 011-44-291-430000 
Fax: 011-44-291-430400 


Aberdeen, Scotland 
Birmingham, England 
Haydock, England 
London, England 
Slough, England 
Strathclyde, Scotland 


ASIA 


Mitel (Far East) Ltd. 
134-143 Gloucester Road 
Wanchi, Hong Kong 

Tel: 011-852-5980628 
Fax: 011-852-5986411 


+ Tianchi-Mitel 


Telecommunications Corporation 


1 Dongting 1st Avenue 
TEDA, Tianjin, PRC 300457 


SEMICONDUCTOR 


+ Mitel Corporation 


360 Legget Drive 
PO. Box 13089 
Kanata, Ontario 
K2K 1X3 

Tel: (613) 592-2122 
Fax: (613) 592-4784 


+ Mitel Semiconductor Limited 


Cheney Manor 
Swindon, England 
SW2 2QW 

Tel: (01793) 518238 
Fax: (01793) 518012 


+ Aix-en-Provence, France 


Paris, Franee 
Tours, France 


+ Bromont, Québec 


Munich, Germany 
Taipei, Taiwan 


+ Jarfalla, Sweden 


Atlanta, GA 
Dallas, TX 
Duxbury, MA 
Henderson, NV 
Irvine, CA 
Littleton, CO 
Newburyport, MA 
Plano, TX 

San Diego, CA 
San Jose, CA 
Scotts Valley, CA 
Temple, AZ 


+ Lincoln, England 


Oldham, England 


+ Plymouth, England 
+ Portskewett, Wales 


Milan, Italy 
Florionopolis, Brazil 
Singapore 

Tokyo, Japan 

Seoul, South Korea 
Shenzen, China 


+ manufacturing location 


Web site: http://www.mitel.com 
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M Mitel (design), Mitel, SX-200, SX-2000, 
XpressConnect, SMART-1, GX5000, 
SUPERSET, NeVaDa, MITEL MAIL, Mitel 
Personal Assistant and Mitel MediaPath are 


trademarks of Mitel Corporation. 
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Windows NT and BackOffice are trademarks 
of Microsoft Corporation. FLEX is as trademark 
of Motorola. Tele Ware is a trademark of 
TeleWare plc. 
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mentally friendly paper. The cover and the front 
section are acid free. The financial section is 50% 


recycled including 20% post-consumer waste. 


Design: www.aartvark.on.ca 


1: ’ ay) oF _ : 
2 marae ie - - 


. es 
Batisteali 


1 
ist 
salistent! MP iecalistenticrcotisee salistwal 
| ‘one Repeeiiecalistenlistent: iste nlistenliste 
hlistenlistenlistenlistenlistenlistenlisten 
eyes nlisteniisteulisvealia 
= esis ealistealiccentisi nlisten!) 
ent stenlistenlistenlistenlisten! istenlistenliste 
1 te he ieee nlicceulisrentistentisces 
tenlistenlistenlistenlistenlistenlistenlistenlist 
s eee on tisteelistenl iscend 

ehlistenlistenlistenlistenlisten! is olistenliste 
MME) ssccalfitenlisten iatenlistenlistealisten 
cenlistenlistenlistenlistenlistenlistenlistenlist 
istenlistenlistenlistenlistenlistenlistenlistent 
effitsae nlistenlistenlistenlistenliste: nlistenliste 
:ligicnlistenlistenlistenlistenlistenlistenlisten 
tenlistenlistenlistenlistenlistenlistenlistenlist 
lisxe olistenlistenlistenlistenlistenlistenlisten! 
palistentiths eS ae nlistenliste 
1listenliste -nlistenlistenlistenlistenlistenlisten 
cenliscenlistenlistenlistenlistenlistenlistenlis 
F alistenlistenlistenlistenlistenlistenlis: e 
cnlisconfistenlistemiscenbiaten| ince lite 1 


tn ee 


‘te 


nlistenlis renlistenlistenlistenlistenlister Jisi en 
cenlistenlistenis e “ier Caplan 

iy at 271. ry ten LSt sinliss Cn. 1 stenlisten 1s. | 

. ment eee 


=o , 


—-_ «* »™ =e 
= . = 7 + eS oy " 
en is _¢ 1I1Sté¢ iu -C ill 1st et a @ 
~ elton: : 


Headquarters: 


